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INVESTIGATION OF PROPOSED LEASE OF MORGANTOWN 
ORDNANCE WORKS BY DEPARTMENT OF THE ARMY 


SATURDAY, OCTOBER 20, 1951 


Houser or RepresENTATIVES, 
CoMMITTEE ON ARMED SERVICES, 
Washington, D.C. 

The committee was called to order by Hon. O. C. Fisher, at 10 a. m. 

Present on behalf of the committee: Robert Smart, professional 
staff member; John J. Courtney, special counsel to the committee; 
and Richard W. Webb, assistant special counsel. 

Witnesses: Archibald Alexander, Under Secretary of the Army; 
William Cary, Deputy Counsel for Procurement of the Army; D. R. O. 
Bengis, Chief Engineer of the Ammunition Branch of the Office of 
Chief of Ordnance; Howard Booher, representing the Sharon Steel 
Corp. 

Mr. Courtney. This meeting is by a reference of the full committee, 
under House Resolution 38, a copy of which will be inserted in the 
record at this point. 

(The resolution referred to follows :) 


[H. Res. 38, 82d Cong., 1st sess.] 
RESOLUTION 


Resolved, That the Committee on Armed Services, acting as a whole or by 
subcommittee, is authorized and directed to conduct thorough studies and 
investigations relating to matters coming within the jurisdiction of such com- 
mittee under rule XI (1) (ce) of the Rules of the House of Representatives, and 
for such purposes the said committee or any subcommittee thereof is hereby 
authorized to sit and act during the present Congress at such times and places 
within or outside the United States, whether the House is in session, has 
recessed, or has adjourned, to hold such hearings, and to require by subpena or 
otherwise the attendance and testimony of such witnesses and the production 
of such books, records, correspondence, memoranda, papers, and documents, as 
it deems necessary. Subpenas may be issued over the signature of the chairman 
of the committee or any member of the committee designated by him, and may 
be served by any person designated by such chairman or member. The chairman 
of the committee or any member thereof may administer oaths to witnesses. 

That the said committee shall report to the House of Representatives during 
the present Congress the results of their studies and investigations with such 
recommendations for legislation or otherwise as the committee deems desirable. 


Mr. Courtney. Pages 22 to 25, inclusive, of the minutes of the full 
committee hearing on October 16, 1951, will appear as a part of this 
record. 
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(The testimony referred to follows :) . 
(The committee considered Real Estate Management Project No. 
1, as follows:) 


DEPARTMENT OF THE ARMY—REAL ESTATE MANAGEMENT PROJECT 1 


Name of installation—Morgantown Ordnance Works Military Reservation. 

Location.—Morgantown, W. Va. 

Description of property——Synthetic anhydrous ammonia plant, designed to 
produce synthetic anhydrous ammonia and methanol. The installation also in- 
cludes byproduct coke ovens and facilities for the production of formaldehyde 
and hexamine. The principal buildings are constructed of steel and masonry, 
The plant was constructed during the period 1940 to 1945. 

Suitability for private use——The plant may be used for the production of 
synthetic anhydrous ammonia, methanol, formaldehyde, hexamine, and coke and 
its byproducts. 

Area.—The installation contains 825 acres of land and 587,555 square feet of 
floor space. 

Designed production capacity.—18,700 short tons of ammonia per month or 
4,000,000 gallons of methanol plus 5,000 short tons of ammonia per month; 
5,200,000 pounds of formaldehyde per month; 4,000,000 pounds of hexamine per 
month; and 35,000 short tons of coke per month.’ 

Cost of land and improvements.—Land, $238,505; construction, $16,931,302; 
equipment and production machinery, $38,028,518; other, $20,577,777; total, 
$75,776,102. 

Annual rental.—Negotiated rental contained in the attached narrative state- 
ment. 

Proposed action.—Consummate a lease of the entire facilities which has been 
negotiated with the Mathieson Chemical Corp. 

In compliance with title VI of Public Law No. 155, Eighty-second Congress, the 
information set out above is submitted with the request that the Committee on 
Armed Services indicate its approval of the proposed real estate action. 


NARRATIVE STATEMENT 


1. The Morgantown Ordnance Works, West Virginia, a departmental industrial 
reserve plant, is under the jurisdiction of the Department of the Army and, at 
present, is in a stand-by status for extended storage, with the exception of the 
coke oven facilities which are leased to the Sharon Steel Corp. for a term ending 
December 31, 1951. 

2. The plant was constructed by E. I. Du Pont de Nemours & Co. for the Gov- 
ernment under contract W—ORD—490, during the period 1940 to 1945, at a total 
cost of $75,776,102. It is designed to produce synthetic anhydrous ammonia, 
methanol, formaldehyde, hexamine, and coke. Ammonia was first produced in 
the plant on December 7, 1941. The plant was operated for the Government by 
du Pont, for war production purposes, from December 7, 1941, to August 1945, 
and by the Heyden Chemical Co., in connection with the production of fertilizer 
for the occupied areas from August 1946 to May 1949. 

3. The Department of the Army, because of its desire to relieve the Govern- 
ment of the cost of maintaining the facilities in stand-by condition and to have 
the production of the facilities aid in the national economy, including the agri- 
cultural fertilizer production program, unsuccessfully attempted to lease the 
entire facilities for commercial purposes in 1945, 1946, 1947, and 1949. Proposals 
for the leasing of the entire facilities were again solicited through national 
advertising in April and May 1951 which resulted in the receipt of proposals on 
June 14, 1951 from the Allied Chemical & Dye Corp., Mathieson Chemical Corp., 
and United Distillers of America, Inc., which were rejected by the Department 
of the Army. As a result of a solicitation for new proposals the Department of 
the Army, on July 24, 1951, received proposals from the Allied Chemical & Dye 
Corp. and United Distillers of America, Inc., and a letter expressing a desire to 
negotiate from Mathieson Chemical Corp. The proposals of the Allied Chemical 
& Dye Corp. and United Distillers of America were rejected by the Department 
of the Army. The terms of a proposed lease were negotiated and agreed upon 
between the Mathieson Chemical Corp. and the Department of the Army subject 
to the right of first refusal of E. I. Du Pont de Nemours & Co., contained in 
paragraph 3 of article V-B of contract W-ORD-—490, of any lease negotiated 
involving the subject facilities. The draft of lease has been executed by the 
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Mathieson Chemical Corp. and approved by the Department of the Army. A copy 
thereof has been forwarded to the E. I. Du Pont de Nemours & Co. for a deter- 
mination as to whether that company desires to exercise its right of first refusal. 
A copy of the lease has also been forwarded to the Department of State for use 
in connection with consultations with representatives of the Chilean Government. 

4. The negotiated lease contains the following terms: 

(a) A firm term of 5 years with an option in Mathieson to lease the facilities 
for one additional 15-year term provided written notice is given to the Govern- 
ment 8 months prior to the expiration of the 5-year term. 

(b) Rental is based on production of anhydrous ammonia, methanol, and/or 
coke produced in the facilities. At current market sales price of $80 a ton for 
anhydrous ammonia and 382 cents a gallon for methanol, the rental is $12 per ton 
of anhydrous ammonia and/or methanol produced. The lease contains an 
escalation clause based on market price of the products with a maximum of 
$17 per ton of anhydrous ammonia and/or methanol produced in the event that 
the market price reaches or exceeds $90 per ton for anhydrous ammonia and/or 
36 cents or over per gallon of methanol, and a minimum of $7 per ton for an- 
hydrous ammonia if the market price reaches $70 or less per ton and for methanol 
if the market price becomes 28 cents ar less per gallon. The rental for coke will 
commence after the first year of the lease and will be $1 per ton of coke produced 
and not consumed in the production of anhydrous ammonia and/or methanol at 
Morgantown Ordnance Works. The minimum guaranty for the 5-year term of the 
lease and the first 5 years of the 15-year term, in the event Mathieson exercises 
its option to lease for the additional 15-year period, is 521,000 tons of anhydrous 
ammonia and/or methanol production in each of the 5-year periods. The mini- 
mum guaranty for the last 10 years of the 15-year term is $1,250,000 per annum. 

(c) Mathieson will rehabilitate the facilities in accordance with a rehabilita- 
tion program to be approved by the Government for the account and on behalf 
of the Government. Title to any and all property acquired in connection with 
the rehabilitation program will vest in the Government upon installation. 
Mathieson will advance all cost of the rehabilitation program and will reimburse 
itself by retention of special rental reserved for that purpose equal to an amount 
consisting of the sum arrived at by subtracting the cost of production from net 
receipts from sales until a total amount of such rental is equivalent to the cost 
of the rehabilitation program. 

(d@) Mathieson agrees to furnish to the Government during any national 
emergency such anhydrous ammonia, methanol, formaldehyde, and hexamine 
as may be necessary in the discretion of the Secretary of the Army at prices to be 
agreed upon between the parties but which in no event shall exceed the then 
current market price of such products. 

(e) Mathieson agrees to maintain the leased property being used by Mathieson 
in good operating condition and to maintain the leased property not being used 
by Mathieson in stand-by condition for extended storage. 

(f) Mathieson agrees to insure the leased property for the full insurable value 
thereof. 

(9g) The Government may terminate the lease (1) at any time during the 
existence of any national emergency, present or future, declared by the President 
or the Congress of the United States, and (2) at any time by giving 30 days’ 
written notice by the Government to the lessee in the event the Secretary of the 
Army determines that termination of the lease is necessary in the interests of 
national defense. 

5. The leasing of Morgantown Ordnance Works under the terms outlined above 
is considered to be in the public interest and in the interest of national defense. 


MORGANTOWN ORDNANCE WORKS MILITARY RESERVATION 


The CHAIRMAN. Then, have you anything from the disposals to act upon? 

Mr. SMart. I have one project, Mr. Chairman, from the Army reported under 
the new law prior to the establishment of uniform procedures. 

The CHAIRMAN. Now, has it been circularized among all the committee? 

Mr. Smart. It has, and no objection has been received, Mr. Chairman. 

The CHAIRMAN. All right. What is the number of it? 

Mr. Smarr. It has no number. The designation of the project is for the 
Morgantown Ordnance Works Military Reservation at Morgantown, W. Va. 
It is a synthetic-ammonia plant. 

Mr. CLEMENTE. Mr. Chairman, I ask you to pass it over without prejudice, as 
I got a 4-page letter this morning from a chemical company who had filed with 
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another chemical company bids on this plant. The first bidder was thrown 
out by the Department of Justice under the antitrust laws for violation of the 
antitrust laws, and the Department of the Army took upon itself to throw out 
the other bid. They have not justified the reason for throwing out the other bid, 
Mr. Chairman, and are now negotiating with Mathieson Chemical Co. I think 
before we approve this thing, Mr. Chairman, we ought to check on this a little 
further. 

The CHAIRMAN. You file your letter with Mr. Smart so we can investigate it. 

Mr. CLEMENTE. Yes, sir. 

The CHAIRMAN. Because, you see, we must not be guilty of delaying these 
matters, because they are highly important and we have gone out and taken this 
new jurisdiction and we must act on them promptly. Whenever any members 
get any complaints about any of these projects, after we circularize it through 
the committee, they must file it here so we can investigate it and act promptly 
on it, 

Mr. CLEMENTE. I agree with you, Mr. Chairman. I got the letter this morning. 
Mr. Harpy. I wonder if we could approve it subject to clearing up this par- 
cular matter? 

The CHAIRMAN. Because this will probably be the last meeting, because I am 
hoping that Congress will take an adjournment sine die on Saturday, we must 
act on these matters because they are highty important in the Department. 

Then with the understanding that we approve this if it is satisfactory after 
this investigation, we will do so on that kind of basis. 

Mr. CLEMENTE. Mr. Chairman, what was your determination about the inves- 
tigation? I didn’t hear it. 

The CHAIRMAN. You file the letter, and we will make an investigation, and 
if the facts warrant holding it up we will hold it up, and if it doesn’t we will 
have it approved. That is the understanding. 

Mr. CLEMENTE. I regret that only this morning I notified the committee, but 
I hadn't heard from anyone except originally about a month and a half ago this 
gentleman said he contacted Mr. Archibald Alexander, the Under Secretary, and 
he said he never gave him any reason why he threw out the bid. He knew 
of the negotiation going through, and he filed the letter protest. 

The CHAIRMAN. You get the letter and let Mr. Courtney look it over. Mr. 
Smart is going to handle this phase of the committee work, all these matters. 


t 


_ 


Mr. Courtney. Let this record show that the committee has re- 
ceived a letter, which is handed to the reporter, and will be made a 
an exhibit in this.matter. The letter is signed by Armand Hammer, 
president, United Distillers of America, Inc., and addressed to Hon. 
L. Gary Clemente. 

(The letter referred to follows :) 


UNITED DISTILLERS OF AMERICA, INC., 
New York, N. Y., October 11, 1951. 
Hon. L. GAry CLEMENTE, 
House of Representatives, Washington, D. C. 

DEAR CONGRESSMAN CLEMENTE: Under the United States Army Corps of Engi- 
neers Invitation to Bids, No. ENG—15-029-51-52, dated May 4, 1951, United 
Distillers of America, Inc., filed a proposal on June 14, 1951, to lease the Mor- 
gantown Ordnance Works at Morgantown, W. Va. Only two other valid bids for 
the ordnance works were filed by the Mathieson Chemical Corp. of Baltimore, 
Md., and by the Solvay process division of Allied Chemical & Dye Corp. 

The proposal of United Distillers of America, Inc., was clearly the best of the 
three proposals and would have returned to the Government very satisfactory 
total rentals over an extended period of time. Nevertheless, the Army officials 
in charge rejected the proposal of United Distillers of America, Inc., and the 
other two proposals, and announced to all interested parties, including those 
who had not even submitted a proposal, that new proposals would be considered. 

On July 28, 1951, United Distillers of America, Inc., filed a second proposal 
to lease the Morgantown Ordnance Works which was better than its previous 
proposal. However, only one of the other two previous bidders filed a new pro- 
posal—namely, the Solvay process division of Allied Chemical & Dye Corp., 
and no other bids whatever were filed. The Mathieson Chemical Corp., which 
had filed a complete and detailed proposal previously, did not file a new proposal, 
but submitted a letter merely offering to negotiate a lease with the Army. 
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Subsequently, the United States Department of Justice formally advised the 
proper Officials of the Department of the Army that awarding the Morgantown 
Ordnance Works to the Solvay process division of the Allied Chemical & Dye 
Corp. would tend to increase monopoly in the vital ammonia field, and would not 
be advisable from the standpoint of antitrust policy. 

Meanwhile, United Distillers of America, Inc., in reply to numerous and re- 
peated formal requests from various Army officials, supplied detailed and ex- 
pensive material in regard to its technical and financial competence to operate 
the Morgantown Ordnance Works. United Distillers of America, Inc., undertook 
to satisfy the Department of the Army in every conceivable respect; and it is 
believed that, on any completely independent appraisal of the matter, no serious 
or vital objections could properly have been raised against United Distillers of 
America, Inc., as an operator of the Morgantown Ordnance Works, in any valid 
manner. 

United Distillers of America, Inc., proposal was, on any businesslike analysis, 
very clearly a better proposal, from the standpoint of the Government, than the 
Solvay proposal. It would have returned the Government larger annual rental 
payments on any conceivable operating basis; and was firm for a period of 15 
years, whereas the Solvay proposal was firm for only 5 years. In addition, 
United Distillers of America, Inc., in deference to the Department of Agricul- 
ture’s needs for greatly increased fertilizer ammonia production, agreed in writ- 
ing to produce primarily agricultural ammonia at the Morgantown Ordnance 
Works, rather than methanol which is not so desperately needed. 

United Distillers of America, Inc., submitted excellent financial references 
from the Chase National Bank and the Manufacturers Trust Co., both of New 
York. In addition, the president of the First Bank & Trust Co. of Perth Amboy, 
N. J., advised the Under Secretary of the Army that his bank would be happy 
to extend credit for the operation of the Morgantown Ordnance Works by United 
Distillers of America, Inc., and refinance any credit required beyond his bank’s 
limits. 

United Distillers of America, Inc., employed as president of its ammonia sub- 
sidiary, an outstanding technical expert in the field of ammonia production, 
who had previously supervised the operation of the Morgantown Ordnance 
Works, In addition, United Distillers of America, Ine., retained an outstanding 
firm of consulting engineers as consultants for the proposed operation of the 
Morgantown Ordnance Works. It is understood that the technical expert hired 
and the consulting engineering firm retained were completely acceptable to both 
the United States Army Corps of Engineers and the ordnance department; and 
both had, in fact, been retained in the past by one or the other of these two 
departments. 

Nevertheless, and in spite of the fact, that the United Distillers of America, 
Ine., was the only remaining bidder for the Morgantown Ordnance Works 
after the Solvay Process Division of Allied Chemical & Dye Corp. had, in 
fact, been eliminated by the United States Department of Justice—the Under- 
secretary of the Army advised an official of United Distillers of America, Ine., 
that it had been decided that the Morgantown Ordnance Works would be 
awarded to the Mathieson Chemical Corp., which did not even have a formal 
proposal on file and which did not even file a certified check required of all 
bidders, and that a lease would be negotiated with the Mathieson Chemical Corp. 
in due course. 

We strongly feel that the entire history of the bidding on the Morgantown 
Ordnance Works and the attitude and procedure of the Army officials involved 
in this matter, reflect extreme favoritism of an uhsavory nature; and the 
final action of the Undersecretary of the Army is unfair and discriminatory 
to United Distillers of America, Inc., in the extremest manner possible. Fur- 
thermore, we believe that the decision to negotiate a lease with the Mathieson 
Chemical Corp., in the face of a firm and valid proposal that would have 
returned very substantial annual rentals to the United States Government 
over a 15-year period, will prove both unsound and unwise from the standpoint 
of public policy and public revenues. Denying the lease to United Distillers 
ot America, Ine., which was, in fact, the only valid and acceptable bidder for 
the Morgantown Ordnance Works, prevented the entrance of new and ag- 
gressive competition desperately needed in the important field of producing 
and marketing ammonia in the United States. Such action by Army officials 
is in direct violation of publie policy and stated administration policy: to en- 
courage free enterprise and aggressive competition to the maximum extent 
possible in the awarding of defense contracts, including leases to operate Goy- 
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ernment plants. Furthermore, it is extremely doubtful that Army officials 
will now proceed to negotiate a contract with Mathieson Chemical Corp. 
as good as the bid of United Distillers of America, Inc., which they summarily 
rejected. 

However, regardless of the important questions of public policy and finan- 
cial returns to the Government involved in this very questionable decision of 
the Department of the Army, the decision to negotiate a lease with the Mathieson 
Chemical Corp., rather than accept an excellent formal proposal from United 
Distillers of America, Inc., which had, over a period of months, done every- 
thing in its power to satisfy numerous Army officials, at great and considerable 
expense to the company, violates the elementary principles of fair play and 
honorable dealings which should and must exist between departments of the 
Government and private business, particularly in respect to the important de- 
fense program of our country. 

If this unfortunate precedent is permitted to stand, then all future invi- 
tations to private business to bid on Government contracts, or to operate 
Government plants, must and will be regarded as farcical. Certainly, few 
responsible businessmen will take the time and trouble—which is considerable— 
involved in filing contract proposals with the Department of the Army, if such 
proposals can be completely ignored, and the contracts involved turned over 
to companies which do not trouble to file proposals at all, and in whose favor 
good and valid proposals are summarily rejected. 

Your intervention in this matter in the interest of fair play to United 
Distillers of America, Inc., and in the interest of ethical business practices 
in the department of the Government which is now most heavily engaged in 
dealing with American businessmen, the Department of Defense, will be sin- 
cerely appreciated not only by United Distillers of America, Inc., but by all 
companies endeavoring to participate in an honorable and competitive manner 
in the national defense program. 

Very truly yours, 
UNITED DISTILLERS OF AMERICA, INC., 
ARMAND HAmMMeER, President. 

Mr. Courtney. The committee has also, following the reference 
from the full committee, sent a telegram to the United Distillers of 
America, Inc., to which the United Distillers have made a response, 
which was received this morning, and which will be inserted in the 
record. 

(The telegram referred to follows:) 

New York, N. Y., October 19, 1951. 
JOHN J. COURTNEY, 
Special Counsel, Armed Services Committee, 
House of Representatives, Washington, D. C.: 

Confirming telephone conversation in view of insufficient notice of hearing and 
our consequent inability to arrange for necessary Witnesses to be present, we 
respectfully request postponement of hearing of Morgantown lease, or alterna- 
tively an opportunity to be heard by your committee at a later date. 

UNITED DISTILLERS OF AMERICA, INC. 

Mr. Courtney. This examination is being made pursuant to refer- 
ence from the full committee in accordance with the resolution which 
has previously been inserted in the record, and relates to the proposal 
of the Department of the Army to lease the Morgantown Ordnance 
Works in West Virginia, which was submitted to the full committee 
on Tuesday, October 16, 1951; and in accordance with the directions 
of the committee we are now to obtain information from those inter- 
ested in the subject matter and from the Army concerning the method 
by which the Army determined upon its recommendation to the full 
committee, and to consider the charges made in the letter of United 
Distillers concerning alleged irregularities in the letting of bids. 

Those who expect to testify, please raise their right hands and be 
sworn. 








PROPOSED LEASE OF MORGANTOWN ORDNANCE WORKS é 


(Messrs. Archibald Alexander, William Cary, R. O. Bengis, and 
Howard Booher were duly sworn by Mr. Fisher.) 


TESTIMONY OF ARCHIBALD ALEXANDER, UNDER SECRETARY OF 
THE ARMY 


Mr. Courtney. I understand the testimony in behalf of the Army 
will be given by Under Secretary Alexander. Mr. Alexander, will 
you present for the benefit of the committee the action taken by the 
Army in this regard 

Mr. Atexanper. Mr. Courtney, would you like for me to give a 
brief statement involving the situation and what the considerations 
were that moved us, or would you prefer to ask specific questions 4 

Mr. Covurrney. I think you should provide us, Mr. Secretary, with 
the Army’s viewpoint, and the motive which led you to make the 
recommendation to the committee. 

Mr. Smarr. May I suggest, Mr. Secretary, that it seems to me the 
problem before the committee, in an attempt to delineate and 
thoroughly understand what we are talking about, and where we are 
trying to go, is the allegation and criticism of the Army’s action as 
related to the terms of bids which had been received pursuant. to 
om ip iate advertisements, and then go to the negotiations in ofder 
to find an appropriate firm to operate the Morgantown plant. 

I think that is the only problem before the committee: Did the Army 
exceed its legal authority; if not, did it act with complete propriety 
and fairnes in all things in its behalf in rejecting the other bids and 
in negotiating the contract with the Mathieson Chemical Co. Do you 
think that is about it, Mr. Courtney 4 

Mr. Courrney. Yes. Mr. Secretary, preliminary to your report, 
the record shows the Department of the Army’s recommendation, 
with which I assume you are familiar. 

Mr. Atexanper. Yes, Iam. I will proceed then to give only such 
facts as are necessary to state what we did. We had a request to 
lease, as we call it, the Morgantown Ordnance plant to a competent 
contractor. The reasons were first, that the Department of Agri- 
culture had urged the plant be put into operation as soon as possible 
because the output was to be used by the tenant for making fertilizer, 
for which there was a shortage in the commercial market; and the 
other reason for putting the plant into operation as soon as possible 
is the fact that this is our biggest producer of ammonia and in case 
of all-out war we should wish to have this plant already in operation 
for commercial purposes, so its output could be obtained in accordance 
with the terms of the lease and be diverted immediately to explosives 
production. 

The first advertisements, which went to a long list of people—and 
I have that, which I will be glad to submit if you wish. 

Mr. Courrney. I think, Mr. Secret: iry, that the list of persons who 
were selected, or canvassed, appears in the record of the committee, 
if I am not mistaken. At least there was one list presented for the 
record. 

Mr. ALExanpeER. I am not sure, but if you desire, we have them in 
response to Mr. Clemente’s point. 
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Mr. Courtney. I think, Mr. Secretary, the record should show the 
number of persons who were invited to participate in this letting. 

Mr. Avexanper. I have here a copy of that list, and will be glad 
to submit it 

Mr. Smarr. I think it quite proper that you present the names of 
those that were canvassed, because it has considerable pertinence to 
the actual number of persons who respond. 

Mr. ALExANDER. Yes. 

(The list referred to follows:) 





List OF NAMES OF INDIVIDUALS AND COMPANIES FORWARDED INVITATIONS TO BID 


Thomas W. MeQue, 41 Ackers Avenue, Brvokline, Mass. 

Reilly Tar & Chemical Corp., 11 South Meridian Street, Indianapolis, Ind. 
Reichhold Chemicals, Inc., 601 Woodward Heights Boulevard, Detroit, Mich. 
Commercial Solvent Corp., Terre Haute, Ind. 

Turco Products Co., Los Angeles, Calif. 

Allied Chemical & Dye Corp., South Point, Ohio. 

John J. Hart Co., Post Office Box 2192, Atlanta, Ga. 

Pittsburgh Coke & Chemical Co., Grant Building, Pittsburgh, Pa. 

Kopper Co., Inc., Pittsburgh, Pa. 

Walter W. Stevenson, 30 Vesey Street, New York, N. Y. 

Virginia Carolina Chemical Corp., Richmond, Va. 

Zeizy Co., Inc., 89 Bartlay Street, New York, N. Y. 

Armour & Co., 1355 North Thirty-first Street, Chicago, Il. 

Mr. Edmond Sciullo, 1025 Connecticut Avenue, Washington, D. C. 

Mr. Martin Bennett, 1627 K Street NW., Washington, D. C. 

Texas Chemical Engineering Co., 4101 San Jacinto, Houston, Tex. 

Morris Stister, 92 Washington Street, East Orange, N. J. 

E. F. Saxton, 230 Lincoln Place, Brooklyn, N. Y. 

American Cyanamid Co., 30 Rockefeller Plaza, New York, N. Y. 

Gordon W. McBride, 1518 K Street NW., Washington, D. C. 

General Analine Works, 1355 Denmark Road, Springfield, N. J. 

Nepco Chemical Co., Harrison, N. J. 

Derry Coal Mine, 111 Broad Street, New York, N. Y. 

Crane Co., 836 South Michigan Avenue, Chicago, Il. 

Hollywood Testing Laboratories, 1257 North Labrea Avenue, Hollywood, Calif. 
t. S. Aries and Associate, 400 Michigan Avenue, New York, N. Y. 

Robert A. Adison, Northland Hotel, Green Bay, Wis. 

Libby-Owens-Ford Glass Co,, 2112-24 Sylvan Avenue, Toledo 6, Ohio 
Peabody Coal Co., 231 South Lasalle Street, Chicago 4, Ill. 

Atecheson, Davidson and Fergus, First National Bank Building, Washington, Pa. 

Charles M. Potter, 1025 Shoreham Building, Washington, D. C. 

H. A. Kuhn, 408 Park Lane Building, 2025 I Street NW., Washington, D. C. 

Detrex Corp., Detroit 32, Mich. 

Simaiko Bros., Coal & Oil Co., 132 North Frances Street, Madison, Wis. 
Klagsbrunn, Haines & Irwin, Ring Building, Washington 6, D. C. 

Mathieson Chemical Corp., Baltimore, Md., attention: J. C. Leppart, vice 

president 

Chas. Pfizer & Co., 11 Bartlett Street, Broooklyn, N. Y. 

United Distillers of America, Inc., 350 Fifth Avenue, New York 1, N. Y. 
Prairie State Oil & Grease Co., Danville, Tl. 

National Research Corp., 70 Memorial Drive, Cambridge, Mass. 

George G. Carey, 60 Ruthland Road, Brooklyn, N. Y. 

Monongahela Power Co., Farmont, W. Va. 

Diamond Alkali Co., 122 East Forty-second Street, New York, N. Y. 
Diamond Alkali Co., 300 Union Commerce Building, Cleveland, Ohio 
Simpson Creek Colliers, 120 Wall Street, New York 5, N. Y. 

Smokeless Fuel Co., Charleston 21, W. Va. 

Great Lakes Carbon Corp., 333 North Michigan Avenue, Chicago, I]. 
Sharon Steel Corp., Sharon, Pa. 

Sharon Steel Corp., Munsey Building, Room 324, Washington, D. C. 
Pittsburgh Plate Glass Co., Pittsburgh, Pa. 

Heyden Chemical! Corp., 393 Seventh Avenue, New York, N. Y. 

Oronite Chemical Co., 225 Bush Street, San Francisco, Calif. 

Dr. P. W. Backman, Davidson Chemical Corp., Baltimore 3, Md. 
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R. S. Mueller Co., Garrett Building, Baltimore, Md. 

E. I. du Pont de Nemours & Co., Ine., Wilmington 98, Del., Mr. P. S. Summers, 
planning division, Polychemicals Department. 

Osear Kohoin & Co., Ltd., 501 Fifth Avenue, New York 17, N. Y. 

Consolidated Southwestern Industries Corp. and atiiiated Companies, Ward 
Building, Batesville, Ark. 

Phillips Chemical Co., Bartlesville, Okla. 

The F. H. Lawson Co., Cincinnati 4, Ohio 

Mr. John R. Skeen, Foster D. Snell, Inc., 29 West Fifteenth Street, New York 


51, eX. 
Hassenstein Steel Co., 410-12 East Sixth Street, Sioux F gp S. Dak. 
The Best Fertilizers Co., 1459 Third Street, Oakland 7, Sait, Mr. Lowell W. 

Berry, president. 

American Cyanimid Co., Bound Brook, N. J., Mr. C. R. Moody 
Olin Industries, East Alton, Ill., Mr. John A. Olin 
Randolph Engineering Co., 2300 First National Bank Building, Wood Street, 

Pittsburgh, Pa. 

Mr. Atexanprer. The proposals, or the first responses to the solici- 
tation of these people on this list were supplied on June 14, 1951, and 
in our opinion none of the proposals that the Department received 
was sufficiently good to warrant acceptance; and also we felt that 
the proposals were qualified in many different forms, so they were 
extremely difficult to compare one with the other, in addition to which 
the basic failure, from our point of view, was in the terms of the lease, 
the length of the term, was insufficient, in our judgment, to guarantee 
oper ration of the plant over a reasonable period of time. 

Consequently we sent a request for proposals to the same list 2 
second time. after we had rejected the first series of bids, and it is 
the result of this second request for proposals that you are 
interested in. 

Mr. Courrnry. May I ask, Mr. Secretary, how wide was the re- 
sponse that you received to the first invitation ? 

Mr. Aexanprr. We received one response from Sharon Steel for 
the lease of the coke ovens, and not for the balance of the plant, and 
my recollection is that we received four others expressing interest ; one 
was by Allied Chemical; one by United Distillers, and one by 
Mathieson. 

Mr. Courrnrey. Now, under the statute, the Department of Jus- 
tice, I believe, ruled that Allied could not participate in an under- 
taking of this kind because of restrictions in the antitrust laws? 

Mr. ALexanper. That all took place subsequently, Mr. Courtney, be- 
cause as I remember there were two written proposals and a letter 
from Mathieson ; we considered the two proposals, from Allied and the 
United Distillers, and the letter from Mathieson, stating that if 
no satisfactory arrangements could be reached with those concerns 

they would be glad to negotiate. 

We then evaluated the two bids by Allied and United, and in our 
judgment the Allied bid was more satisfactory from the point view 
of the Government. 

However, we -then, in accordance with the law, requested the De- 
partment of Justice’s opinion, and they replied that the letting to 
Allied would tend to create or maintain a situation in violation of 
the antitrust laws. 

We therefore concluded, unless there was no other satisfactory 
operator, we would be precluded, by general Government. policy, from 
leasing to Allied. We. therefore, looked very carefully at the United 
proposal, to determine whether its terms were, in our judgment, 
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sufliciently satisfactory so that we could proceed to negotiate with them 
—because I think it was understood by all the people who received an 
invitation on this second go-around, that they were asked for proposals 
which would form the basis of a negotiation. 

This situation is not the sort of thing in which it is possible to 
make a bid which would then stand without any clarification or change. 

Mr. Courrney. Let me ask you this, Mr. Secretary, did the invita- 
tion contain any specifications with which the bidder was presumed 
or required to comply ? 

Mr. Avexanprr. Yes; they did contain certain specifications. 

Mr. Courrney. Did they cover in the bids all the subject matter ? 

Mr. Avexanper. Well, for example, that the Government would 
not consider a lease in terms of less than 5 years; there were a number 
of others, which I have here in the proposal which I should be glad 
to submit for the record. 

Mr. Courtnry. Perhaps that should appear in the record. 

(The statement referred to follows:) 


For LEASE, INDUSTRIAL FACILITIES, MORGANTOWN, ORDNANCE WorkKS, 
MorGAaANTown, W. VA. 


Corps of Engineers, United States Army, district engineer, 830 West Broadway, 
Louisville, Ky. 


LOCATION 


ant is located on the Monongahela River, 144 miles south of Morgantown, 
W. Va., and approximately SO miles south of Pittsburgh, Pa 


PRANSPORTATION 


(a@) Rail: Freight served by Monongahela Railroad; passengers, Baltimore & 
Ohio Railroad main line to Grafton, W. Va. 

(b) Highways: Approximately 0.4 mile of two-lane concrete access road within 
the plant site connects with West Virginia State Route 45 at the plant entrance, 
a point of 1.5 miles south of Morgantown. Route 45 is 16 feet concrete and 
connects at Morgantown with West Virginia State Route 7 and United States 
Routes 19 and 119. Also, approximately 1.8 miles of 22 feet, two-lane concrete 
access road connects the plant entrance with United States Route 19 at Westover, 
W. Va. 

(c) Air: Capital Airlines operates scheduled flights to Morgantown Airport, 
which is 2 miles from Morgantown. 

(7d) Water: Located on Monongahela River, coal being received by barge from 
both upstream and downstream mines with facilities for unloading and coal 
conveyors to coke ovens and powerhouse. 


UTILITIES 


Power purchased from Monongahela Power Co. at incoming voltage 132,000; 
3-phase, 60-cycle, substation installed capacity, 12,000 kilovolt-amperes, Plant 
powerhouse installed generating capacity of 19,500 kilovolt-amperes. 

Water is obtained from the Monongahela River; average present use 18,000,000 
gallons per day. Installed pumping capacity 50,000,000 gallons per day. 

Gas furnished by Monongahela Power Co., Morgantown, W. Va. 

Filter plant: Capacity: 

(a) Filter output, 2,752,000 gallons per day. 
(b) Soft water for boilers, 2,304,000 gallons per day. 
(c) Net use as filtered, drinking, and service, 448,000 gallons per day. 

Railroad: Intraplant, 12,000 feet standard gage track 

Sewage-disposal plant: (@) Sewage from the plant flows by gravity into the 
treatment plant. It is digested and treated with chlorine and pumped into the 
process sewers where it is discharged into the river by way of a small creek just 
north of the plant site. 
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Steam capacity: 891,500 pounds per hour at 550 pounds per square inch; type 
fuel, pulverized coal and gas; average daily use, 500 tons of coal. Nine B & W 
Stirling-type boilers. 

AMMONIA PLANT 


Land, buildings, machinery, and equipment 


The plant was designed and equipped for the production of anhydrous am- 
monia, methanol, formaldehyde, hexamine, and ethyleneurea. 

Land: Approximately 760 acres, rolling to hilly. 

suildings: Some 48 permanent- and temporary-type buildings of which 31 
principal buildings, containing 494,372 square feet, are listed as follows: 


, Are 
Number and name } (square Type 
feet 

120. Gas generator house_. 55,592 | Steel and onry 
125. Control house and gas blowers 640 Do ; 
140. Factory building 132. 726 Do 
156. Ammonia storage compressor house my Steel a ACM 
157. Ammonia loading station 132 Do 
160. Power recovery building (2). _- 8,290 | Steel and n y 
170. Catalyst plant 15, 64 D 
171. Caustie plant sii 10, 202 Do. 
172. Methanol still house _- 4, 74 Steel and ACM 
174. Formaldehyde plant ~ 11,994 | Steel and masonry. 
175. Hexamine and bag storage 6, 620 Do. F 
200, Coal conveyor. 2,760 | Steel and ACM. 
201. Boiler house 98, 344 | Steel and masonry. 
221. Lime building : 1,165 | Wood. ’ 
230, Filtered-water vlant 4,690 | Steel and masonry. 
240. Factory substation... Fe 9, 330 Do 
371. Chlorination building 4 acne ‘ : 706 Wood 
400. Office building. _-_- ‘ ; ; : ene 15,732 | Steel and masonry. 
401. Service building. __ . 7, 892 Do . 
103. Maintenance shops and stores 33, 072 Do. 
406. Works laboratory_. 5, 022 Do 
07. Maintenance shop and stores : 18, 914 | Wood and masonry. 
411. Cafeteria_._. : : 3,000 | Wood. 
181. HGN process building. 4,866 | Steeland CAS 
182. FC and AAN building 6,969 | Steel. 
183. ED process building — a 10,478 | Steel, masonry, and 

ACM. 
184. EU process building 5, 680 Do 
TC-8. Carpenter shop ‘ 4,600 | Wood and GCS. 
PC-22. Pipe shop ; 1, 800 Do. 
TC-26. Storage shop... = 5, 140 Do, 
r'C-30. Pipe shop Ae a Ot ik : 7, 500 Do. 


Various other buildings not listed. 
COKE OVENS 


Land, buildings, quipment, and machinery 

Land: Approximately 72 acres. 

Buildings: Seven principal buildings, containing 7,904 square feet, are listed 
as follows: 
No. 93. Light oil plant fire house, 151 square feet, masonry. 
No. 96. Light oil, 361 square feet, masonry and steel. 
No. 101. Coke oven control and locker rooms, 3,720 square feet, masonry and steel, 
No. 102. Quenching station, 420 square feet, masonry and steel. 
No. 103. Coke plant office, 1,065 square feet, steel and masonry. 
No. 105. Cottrells, 144 square feet, steel and masonry. 
No. 111. Pump and exhauster house, 2,043 square feet, steel and masonry. 


Process equipment 


Building 90. Light oil wash coolers: Three cast iron drip cooler units. 

suilding 91. Light oil car spot: Single car-loading platform, pump, motor, control, 
and facilities. 

Building 92. Light oil water-cooling tower: One two-cell induced draft cooling 
tower, fan, motors, automatic controls, pumps, motors, and facilities. 
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Building 93. Light oil firehouse equipment: One foam generator, portable hose, 
reel and hose. 

Building 94. Light oil storage tanks: Two 125,000 gallon steel storage tanks, 
pump, motor, automatic control, and facilities. 

Building 95. Light oil tank farm: Five steel tanks, pumps, motors, automatic 
controls, and facilities. 

Building 96. Light oil distillation equipment: Heater, condenser, heat exchanger, 
pumps, motors, refining column, cooler, decanter, automatic controls, and 
facilities. 

Building 97. Light oil final coolers and absorbers: Two scrubbers and one cooler 
tank with pump, motor, and facilities. 

Building 98. Coke conveyor and hoppers: Link belt conveyor and hopper, with 
motor and facilities, 

Building 99. Coke wharf: Concrete transfer bin to belt conveyor. 

Building 100. Coal-unloading equipment: Steel bin, reversing machine, crane, 
motors, automatic controls, and facilities. 

Building 101. Ovens and stack: Two batteries, 74 Wilputte byproduct ovens, 
complete, automatic controls, and facilities. 

Building 102. Quenching station equipment: Brick stack, pumps, motors, and 
facilities. 

Building 1083. Motor generator equipment: Two General Electric MG sets, 300- 
horsepower motors, and 200-kilowatt generators, automatic controls, and 
facilities. 

suilding 104. Quenching locomotive pit: Standard-gage concrete repair pit. 

Building 105. Cottrells equipment: Two Cottrell precipitors, motors, electrodes, 
automatie controls, and facilities. 

Building 106. Regulating holder and bleeder: One 5,000-cubic-foot expanding- 
type gas holder, automatic control and facilities. 

Building 107. Tar-collecting tanks: Two 600-cubic-foot tanks, pump, motors, and 
facilities. 

Building 108. Tar storage: One 300,000-gallon, and one 150,000-gallon storage 
tank with facilities. 

Building 109. Circulating liquor cooler: 2 banks, 19 stands, type B National 
Radiator Co. cooling coils, pump, motor, automatic control and facilities. 

suilding 110. Tar-loading station: One railroad-car-loading platform, steam 
driven, pump and facilities. 

suilding 111. Pump and exhauster house equipment: Three exhausters, pumps, 
strainers, motors, automatic controls, and facilities. 

Building 112. Decanter: One steel decanting tank with motor-driven scraper 
device and facilities. 

Building 118. Coke-quenching car: Twe steel-side dump-air-controlled coke cars. 

Building 114. Coke-quenching locomotive: One 20-ton standard-gage electric loco- 
motive with motor, compressor, and facilities. 

Building 115. Coke oven gas holder: One 150,000-cubic-foot water-sealed gas 
holder with blowers, motors, automatic controls, and facilities. 

Building 116. Wash coolers: Three cooling tanks and facilities. 

Building 117. Flushing liquor collector: One 10- by 30-foot steel tank, pump, 
motor, and facilities. 

Building 118. Ammonia liquor collector: One 10- by 30-foot steel tank and facili- 
ties 

suilding 119. Ammonia still: Two ammonia stills, condensers, pump, motors, 
automatic control, and facilities. 


Equipment and machinery 


Consists of 74 Wilputte, underjet, byproduct, coke ovens with automatic con- 
trols, coolers, collectors, stills, and other process equipment principally as listed. 


Invitation No. Eng 15-029-51-52 
INVITATION FOR Bips FoR LEASING DEPARTMENT OF THE ARMY INDUSTRIAL PROPERTY 


OFFICE OF THE DISTRICT ENGINEER, CORPS OF ENGINEERS, 
Louisville, Ky., May 4, 1951. 
Sealed bids, in duplicate, subject to the conditions contained herein, will be 
received at office of the district engineer, Corps of Engineers, Post Office Box 59, 
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830 West Broadway, Louisville, Ky., until 11 a. m., central daylight time, June 
14, 1951, and then publicly opened for the leasing of property of the United 
States as described below. Bidders may bid on the entire plant (including the 
ammonia plant and coke ovens) or may bid on either the ammonia plant or the 
coke ovens separately. The Government reserves the right to make an award 
or awards to the bidder or bidders whose proposal or proposals are in the best 
interest of the Government although such proposal or proposals may not be 
the highest bid on an individual part of the entire facility. 

1. Property to be leased 

(a) Location.—Morgantown Ordnance Works, Morgantown, W. Va., located 
on West Virginia State Highway 45, approximately 14% miles south of Morgan- 
town and 80 miles south of Pittsburgh, Pa. 

(b) Industrial facilities—The property available for lease was designed and 
equipped for the production of anhydrous ammonia, methanol, formaldehyde and 
hexamine. 

(c) Designed capacity.— 


Ammonia plant: 


UNO oS i si ah nsca pa ctnieateeaecn OR PO OnE 18, 700 

Formaldehyde.............................. pounds per month... 5, 200, 600 

Hexamine......... AER aR NE ah Re Pe aes (| ee 
Producing refined methanol: 

metnanel....__._....... Beh Rie DOS: =e hates Sento gallons per month__ 4, 000, 000 

PS eee Hee oe _..... tons per month_— 5, 000 

Coke ovens: Coke__-__--_--_-----_--. approximate tons per month__ 35, 000 


NotE.—The ethyleneurea unit is a custom-built plant usable only for the production of 
10 tens per day of ethyieneurea. 

(d) Utilities —Electric power and gas is available from Monongahela Power 
Co. Water is obtained from Monongahela River. 

(e) Transportation—Railroad service for receipt and shipment of carload 
quantities is available via Monongahela Railroad. River transportation is avail- 
able with docking facilities at the plant. 

United States Highway No. 19 and State Route 45 afford excellent highway 
transportation to the plant. 

(f) Certain stores, spare parts, and supplies peculiar to the operation of the 
facilities offered for lease, including office, maintenance, and automotive equip- 
ment (excluding passenger vehicles), may be made available to lessee, providing 
such equipment is not presently required by the Government. 


) 


2. Special provisions 

(a) The lessee shall obtain at its own expense all necessary releases of pat- 
ents, know-how, technical information, trade secrets, and processes which are 
now used or employed in the plant or which it may at any time use or employ 
therein, and shall save the Government harmless from any claims, demands, or 
causes of action arising out of any unauthorized use of or infringement of any 
patent, know-how, technical information, trade secrets or processes. The Gov: 
ernment does not warrant, expressly or impliedly, that any of the equipment, 
machinery or other facilities or any process employed or to be employed with 
the aid thereof is free from patent infringement, obligations to pay royalty or 
restrictions upon the use, transfer or transmittal of information relating thereto. 

(b) Any lease of the ammonia plant will provide that during the existence 
of any national emergency declared by the President or the Congress of the 
United States, or in the event the Secretary of the Army determines that it is 
necessary in the interest of national defense, the lessee shall within 30 days, 
after receipt of written notice from the Government, furnish the Government 
such anhydrous ammonia, methanol, formaldehyde, hexamine, and ethyleneurea 
as may be necessary in the discretion of the Secretary of the Army, including the 
entire capacity of the plant, at prices to be agreed upon between the parties, but 
which in no event shall exceed the then current market price of the products 
herein named (see condition 27 of attached lease form). 

(c) Any lease of the coke-oven facilities will provide that the lessee of the coke- 
oven facilities shall within 30 days after receipt of written notice from the Gov- 
ernment, furnish to the Government or its operator or lessee of the ammonia 
plant, coke as may be necessary in the discretion of the Secretary of the Army, 
including the entire capacity of the plant, at prices to be agrecd upon between 


91423—51—---2 
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the parties, but which in no event shall exceed the then current market price 
of coke of the same quality in the vicinity. In the event the entire production 
or a substantial portion of coke is required by the Government or its operator 
or lessee, the lease of the coke-oven facilities may be terminated by either party 
upon 90 days’ written notice (see conditions 27a and 19b of attached lease). 

(d) The lessee may convert the ammonia plant facilities to use a basic raw 
material other than coke. The cost of such conversion will be borne by the 
lessee, and in the event of revocation of the lease by the Government for any 
reason other than the failure of the lessee to comply with the terms of the lease, 
the Government will, subject to the availability of funds, reimburse the lessee 
the unamortized cost of such conversion. 

(e) The Government reserves the right to convert the ammonia plant facilities 
to use a basic raw material other than coke. In which event the lease, with 
respect to the ammonia plant facilities, will be renegotiated to increase the rental 
consideration to reflect the advantages accruing to the lessee as a result of such 
conversion. If an agreement, with respect to the increase of rental considera- 
tion, cannot be reached within 30 days after the beginning of such negotiations, 
the Government may at its election terminate the lease by giving 30 days’ written 
notice to the lessee, or readvertise the facilities for lease, in which event the 
lessee shall agree that prospective lessees may inspect the plant at reasonable 
hours upon reasonable notice to the lessee of the date of such proposed inspection. 

(f) The lessee of the ammonia plant facilities will be required to maintain and 
operate the fumes elimination equipment installed at the installation. If the 
ammonia plant facilities are not leased, the lessee of the coke oven facilities 
will be required to maintain and operate that portion of the fumes elimination 
equipment which was constructed for use in connection with the operation of the 
coke ovens. 

(g) If the ammonia plant is leased separately from the coke-oven facilities, 
the lessee of the ammonia plant will be required to furnish utilities to the lessee 
of the coke oven facilities on a reimbursable basis to be mutually agreed upon 
between the two lessees. (See condition 31 of attached lease.) 

(i) The coke-oven facilities are presently leased to Sharon Steel Corp. for 
a term ending June 30,1951. In order to assure that the coke-oven facilities will 
remain in operation and be turned over to the lessee with whom a lease is ne- 
gotiated, as a result of this invitation, in an operating condition, the lease is 
being extended for 2 months ending August 31,1951. Sharon Steel Corp. has also 
agreed to stockpile coal at the plant of not less than 40,000 tons and not more 
than 65,000 tons for use by such lessee which the lessee will be required to pur- 
chase from Sharon Steel Corp. at a price equivalent to the actual cost thereof 
delivered on the premises to Sharon Steel Corp. The lessee will be given an 
option to purchase from Sharon Steel Corp. the removable property installed 
by it at a price equivalent to the installed cost of such property less normal 
depreciation. 

38. Description approvimate 

The above description of the property is believed to be correct, but any error 
or omission in the description of the property shall not constitute any ground 
or reason for nonperformance of the provisions and conditions of the lease or 
claim by the lessee for any refund or deduction from the rental. 


4. Purpose of leasing 

The property will be leased for industrial purposes, 
d. Authority of law 

The authority of law for the granting of this lease is act of Congress approved 
August 5, 1947 (Public Law 364, SOth Cong.). 
6. Terms and conditions of leasing 

(a) Form of lease—The successful bidder will be required to enter into a 
lease with the United States on the form attached hereto, amended to meet the 
requirements of this invitation. The lease will be subject to any existing ease- 
ments for electric power transmission lines, telephone or telegraph lines, water, 
yas, gasoline, oil, or sewer pipelines, or other facilities located on the property 
covered by said lease. 

(b) Term.—The Government desires to lease the facilities on a long-term 
basis. Bidders will state in their bid the term desired. 

(c) Payment of rental—The lease will provide for the payment of rental 
to the United States, in advance, which may be paid in equal monthly install- 
ments. <A fixed rental rate is desired. Rental based on production output will 
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be considered, provided multiple and varied items are not to be produced, which 
would complicate the procedure for calculating the rental, and provided further, 
that a fixed minimum rental based on the fair rental value of the property is also 
offered. Rental based on percentage of sales or profit will not be considered. 

(d) Warranty.—The property described herein will be leased subject to the 
provisions and conditions of this invitation for bids and the attached lease form. 
The property is now available for inspection by prospective bidders. Bidders 
are expected to inspect the property and form their own conclusions as to its 
suitability for their purposes. The failure of any bidder to make such inspection 
will not constitute grounds for any claim for adjustment or for the withdrawal 
of his bid after the time of opening bids. Arrangements for such inspection may 
be made by contacting the real estate division, office of the district engineer, 830 
West Broadway, Louisville, Ky., telephone Wabash 7571, extension 326 or 259. 
Tour of inspection will be conducted during the business hours of any day, Mon- 
day through Friday, until the date of opening bids (holiday excluded). It is 
to be understood and agreed that there is no warranty of any character other 
than that expressly stated in this invitation for bids. 

(ce) Guaranty.—No bid will be considered unless it is accompanied by a deposit 
in an amount approximately equal to and not less than 5 percent of the amount 
of the annual rental offered, to guarantee that the bidder will enter into a writ- 
ten lease and pay the balance of the rental due upon written notice of acceptance 
of his bid and the execution of a lease. 

(f) Acceptance of bids.—Al\l1 bids will remain open for acceptance or rejection 
for a period of 90 days from the date of opening bids. Notice of award will be 
given to successful bidders as soon after the date of opening bids as practicable. 
Notice by the Government of the acceptance of a bid, if not given to the successful 
bidder personally or to a duly authorized representative of such bidder, will 
he deemed to have been sufficiently given when mailed in a post-paid or franked 
envelope to the bidder at the address indicated in his bid. 

(g) Rejection of bids—The right is reserved, as the interest of the Govern- 
ment may require, to reject any and all bids and to waive any informality in bids 
received, and to accept or reject any items of any bid, unless such bid is qualified 
by specific limitation. 

(h) Award of lease—Lease will be awarded to the highest bidder complying 
with the conditions of this invitation for bids, provided that the bidder is respon- 
sible, his bid is reasonable, and it is in the interest of the United States to 
accept it. 

(i) Default.—In the event of failure on the part of the successful bidder to 
enter into a lease and to pay the balance of the rental due within 10 days after 
the date of receipt of notification by the Government that his bid has been accepted 
and the presentation to him of a draft of lease for execution, or in the event of 
failure of the successful bidder to otherwise comply with the terms of this invita- 
tion for bids, the Government may declare the bidder in default and the deposit 
will be detained as liquidated damages. 

Instructions to bidders 

(a) Bids subject to these terms.—All bids shall be deemed to have been made 
with full knowledge of all the terms, conditions, and requirements herein 
contained. 

(b) Bid form.—Bids must be submitted in duplicate on the bid form attached 
hereto. Additional copies of the invitation for bids and bid form may be ob- 
tained from the district engineer, attention: Chief, Real Estate Division, post- 
office box 59, 880 West Broadway, Louisville, Ky. (telephone WAbash 7571). 

(c) Execution of bids——Each bid must give the full address of the bidder and 
be signed with his usual signature. <A bid executed by an attorney or agent on 
behalf of the bidder shall be accompanied by two authenticated copies of his 
power of attorney, or other evidence of his authority to act on behalf of the 
bidder. If the bidder is a corporation, the certificate of corporate bidder must 
be executed. If the bid is signed by the secretary of the corporation, the certifi- 
cate must be executed by some other officer of the corporation under the corporate 
seal. In lieu of the certificate of corporate bidder, there may be attached to the 
bid, copies of so much of the records of the corporation as will show the official 
character and authority of the oflicer signing, duly certified by the secretary or 
assistant secretary, under the corporate seal, to be true copies. 

(d) Additional information.—Any additional information required may be 
obtained from district engineer, attention: Chief, Real Estate Division, post- 
office box 59, West Broadway, Louisville 1, Ky. (telephone WAbash 7571). 
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(e) Submission of bids.—It will be the duty of each bidder to see that his bid 
is delivered by the time and at the place prescribed in this invitation. Bids re 
ceived prior to the time of opening will be securely kept unopened, until the 
time for opening bids. The officer whose duty it is to open them will decide 
when the specified time has arrived, and no bid received thereafter will be con- 
sidered. No responsibility will attach to an officer for the premature opening 
of a bid not properly addressed and marked. Unless specifically authorized, 
telegraphic bids will not be considered, but modifications by telegraph of bids 
already submitted will be considered if received prior to the time set for opening 
bids. 

(f) Withdrawal of bids—Bids may be withdrawn on written or telegraphic 
requests from bidders prior to the time fixed for opening. Negligence on the 
part of the bidder in preparing his bid confers no right to withdraw the bid 
after it has been opened. 

(yg) Opening of bids —At the time fixed for the opening of bids, their contents 
will be made public for the information of bidders and others properly interested 
who may be present either in person or by representative. 

(hk) Mailing bids —Each bid must be inclosed in a sealed envelope, marked and 
addressed as follows: 

Bid for lease of property at: Morgantown Ordnance Works, Morgantown, 
W. Va., Invitation No. ENG 15-029-51-52. To be opened June 14, 1951, 11 a. m. 
(eof). 

To: Office of the District Engineer, Corps of Engineers, post-office box 59, 830 
West Broadway, Louisville 1, Ky. 


ENG Form 1523, 
1 Apr 48 
DEPARTMENT OF THE ARMY 


LEASE OF INDUSTRIAL FACILITIES 


Tus LEASE, made between the SECRETARY OF THE ARMY, of the first part, 
representing the United States of America (hereinafter called the Government), 
and 
(hereinafter called the Lessee), of the second part, WITNESSETH : 

THat the Secretary of the Army, by virtue of authority contained in the act 
of Congress approved August 5, 1947 (Public Law 364, 80th Congress), and in 
consideration of the observance and performance by the Lessee of the covenants 
and conditions hereinafter set forth, hereby leases to the Lessee for a period 
of commencing , 1950, or on such earlier date as the 
District Engineer, Louisville District, may determine that the premises herein 
leased have been rehabilitated or converted by the Lessee for commercial pro- 
duction, and ending years from the date of commencement, subject 
to termination as.hereinafter provided, the following described land and buildings, 
improvements, machinery, and appurtenances thereunto belonging, hereinafter 
referred to as the Leased Property, to be used for the purpose of 

Tus LEASE is granted subject to the following provisions and conditions: 

1. That the Lessee agrees to pay the Government in installments 
due in advance on the rental determined as follows: 


The compensation as above reserved shall be made payable to the Treasurer ot 
the United States and shall be forwarded by the Lessee to the District Engineer, 
Louisville District, P. O. Box 59, Louisville, Kentucky, or to a representative 
designated by him. 

2. That upon execution of this lease on behalf of the Government and on behalf 
of the Lessee, possession of the Leased Property shall be delivered to the Lessee 
and the Lessee shall commence forthwith and proceed with diligence to rehabili- 
tate and convert the Leased Property from standby to operating condition. All 
work and expense incident to this rehabilitation and conversion shall be borne 
by the Lessee without cost or liability to the Government. Except as in this 
lease otherwise specifically provided, all duties, responsibilities and liabilities 
incumbent upon the Lessee under the provisions and conditions of this lease shall 
attach upon the date possession of the Leased Property is delivered. 

3. That upon execution of this lease on behalf of the Government and on behalf 
of the Lessee, a survey and inventory of the Leased Property, including, but not 
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limited to, all supplies, machinery, equipment and tools embraced therein, shall 
be made by a representative of the Government and a representative of the 
Lessee. Said survey and inventory shall be submitted to the District Engineer 
for approval, and upon approval, a copy thereof shall be attached hereto and 
become a part hereof, as fully as if originally incorporated herein. There shall 
be added to said survey and inventory from time to time such additional Govern- 
ment property, fixtures and installations as are furnished by or at the expense of 
the Government. At the expiration or termination of this lease, a similar survey 
and inventory shall be prepared and submitted to the District Engineer, said 
survey and inventory to constitute the basis for settlement by the Lessee with 
the District Engineer for leased property shown to be lost, damaged or destroyed, 
any such property to be either replaced and/or restored as required by condition 
16 of this lease or at the election of the Government reimbursement made therefor 
by the Lessee at the then current market value thereof. Supplies included in the 
survey and inventory which are used by the Lessee shall be, at the election of the 
Government, either replaced to stores in kind or reimbursement therefor shall 
be made by the Lessee at the then current market value thereof upon the expira- 
tion or termination of this lease. 

4. That the Lessee shall neither transfer nor assign this lease; nor sublet the 
Leased Property or any part thereof; nor grant any interest, privilege or license 
whatsoever in connection therewith without permission in writing from the 
District Engineer; provided, that this paragraph shall not prohibit the Lessee, 
for its own account or under any such other arrangements as it may deem desir- 
able, from dispensing and selling food, soft drinks, tobacco products, confec- 
tionery, and similar articles to the employees of the Lessee on the Leased 
Property. 

5. That the Government reserves the right at any time to enter the Leased 
Property for the purpose of inspection and inventory and when otherwise deemed 
necessary for the protection of the interests of the Government. 

6. That the Lessee shall pay the cost, as determined by the officer of the Gov- 
ernment having immediate jurisdiction over the property, of producing and/or 
supplying any utilities and other services furnished by the Government or 
through Government-owned facilities for the use of the Lessee, including the 
Lessee’s proportionate share of the cost of operation and maintenance of the 
Government-owned facilities by which such utilities or services are produced or 
supplied. The Government shall be under no obligation to furnish utilities or 
services. Payment shall be made in the manner prescribed by the said officer 
upon bills rendered monthly. 

7. That the Government shall not be responsible for damages to the property 
of the Lessee nor for damages to the property or injuries to the person of the 
Lessee’s officers, agents, servants or employees or other persons on the Leased 
Property as invitees or licensees of the Lessee arising from the use of the Leased 
Property by the Lessee, and the Lessee shall indemnify and save the Government 
harmless from any and all such claims. The Government shall not be responsible 
for damages to any persons or property off the Leased Property arising from 
the Lessee’s use of the Leased Property and the Lessee shall indemnify and save 
the Government harmless from any and all claims for such damages. 

S. That the Lessee shall not discharge waste or effluent from the Leased 
Property in such a manner that such discharge will contaminate streams or other 
bodies of water or otherwise become a public nuisance. 

9. That the Government shall not be liable for any violation or infringement 
by the Lessee of rights in patented inventions, secret processes and technical 
information, “know-how,” or other similar rights, and the Lessee shall indemnify 
and save the Government harmless from any and all claim arising therefrom 
or incident thereto. 

10. That the Lessee has inspected and knows the condition of the Leased 
Property and that it is understood that the same is hereby leased without any 
representation or warranty by the Government whatsoever, and without obliga- 
tion on the part of the Government to make any alterations, repairs, or additions 
thereto. 

11. That all porticns of the Leased Property being used by the Lessee shall 
at all times be maintained in good operating condition by and at the expense 
of the Lessee and said portions of the Leased Property shall be kept in as good 
order and condition as that existing upon the date possession of the Leased 
Property was delivered to the Lessee, by and at the expense of the Lessee. In- 
stalled and other equipment of the Government used by the Lessee which becomes 
worn or damaged by use so as no longer to function for the purpose for which 
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designed shall be replaced by the Lessee by like items at the expense of the 
Lessee, and title to such replacement shall vest in the Government at the time 
of replacement. 

12. That all portions of the Leased Property not being used by the Lessee shall 
be maintained in stand-by condition, by and at the expense of the Lessee, in 
accordance with established industrial standards and in accordance with any 
additional specifications furnished to the Lessee by the District Engineer. 

13. That no structures, additions, or betterments, temporary or permanent, 
shall be placed upon the Leased Property without the prior written approval 
of the District Engineer. All such structures, additions and betterments to the 
Leased Property shall become the property of the Government when annexed 
unless otherwise provided by separate agreement between the District Engineer 
and the Lessee. The Lessee shall make no structural alteration of the Leased 
Property which will render the Leased Property unsuitable for the purpose for 
which originally designed. Installed and other equipment may be altered, re- 
placed or improved without the prior written approval of the District Engineer, 
provided that such alterations, replacements or improvements will not prevent 
the return of the Leased Property to the condition existing at the time of entry 
by the Lessee under the lease within a period of one hundred and twenty (120) 
days and provided further that all such alterations, replacements or improve- 
ments shall become the property of the Government when made. The Lessee 
shall prepare and maintain adequate drawings showing the location and con- 
nections and other installation data of each item, or part thereof, reconnected 
or removed from its installed location, and the Lessee shall tag, for identification 
purposes, each item or part thereof, so removed, to insure the minimum of time 
and expense in restoration. 

14. That if, during the term of this lease, the Leased Property or a substantial 
part thereof, is destroyed or rendered unfit for occupancy or for the purpose for 
which it was leased by any cause whatsoever, then this lease may, at the option 
of the Government, be terminated and, in the event of the election of this option 
to terminate, the obligation of the Lessee to pay rental shall cease as of the 
date the said property was destroyed or rendered unfit for occupancy or for the 
purpose for which it was leased. If, during the term of this lease, the Leased 
Property or any part thereof is destroyed or rendered unfit for occupancy or for 
the purpose for which it was leased without negligence on the part of the 
Lessee, then if the option to terminate described in the preceding sentence of 
this Condition 14 shall not be exercised, the obligation of the Lessee to pay 
rental shall be reduced in proper proporticn until such part of the Leased Prop- 
erty Shall have been repaired and restored to fitness for occupancy and for the 
purpose for which it was leased. Prepaid rental shall be appropriately refunded. 
Nothing in this Condition 14 shall relieve the Lessee of its obligation to maintain, 
repair, replace, restore and condition the Leased Property, or any part thereof, 
as contained in other provisions and conditions of this lease. Nothing in this 
Condition 14 shall obligate the Government to repair or restore the Leased 
Property, or any part thereof. 

15. That for such period as the Lessee is in possession of the Leased Property 
pursuant to the provisions and conditions of this lease, the Lessee shall procure 
and maintain at its cost a standard fire and extended coverage insurance policy 
or policies on the Leased Property to the full insurable value thereof. The 
Lessee shall procure such insurance from any responsible company or companies. 
The policy or policies evidencing such insurance shall provide that in the event 
of loss thereunder the proceeds of the policy or policies, at the election of the 
Government, shall be payable to the Lessee to be used solely for the repair, 
restoration or replacement of the property damaged or destroyed, any balance 
of the proceeds not required for the repair, restoration or replacement of the 
property damaged or destroyed to be paid to the Government, and that in the 
event the Government does not elect by notice in writing to the insurer within 
sixty (60) days after the damage or destruction occurs, to have the proceeds paid 
to the Lessee for the purposes hereinabove set forth then such proceeds shall be 
paid to the Government, provided, however, that the insurer, after payment of 
any proceeds to the Lessee in accordance with the provisions of the policy or 
policies shall have no cbligation or liability with respect to the use or disposition 
of the proceeds by the Lessee. Nothing herein contained shall be construed as an 
obligation upon the Government to repair, restore or replace the Leased Property, 
or any part thereof. 

16. That upon the expiration or other termination of this lease the Lessee shall, 
if required by the Government, (a) remove such of its property as. has not be- 
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come the property of the Government under the terms of this lease and within 
the shortest possible time, but in no case in excess of 120 days from the date writ- 
ten notice of termination is received, or from the date of expiration, restore the 
Leased Property to as good order and condition as that existing upon the date 
of commencement of the term of this lease, less ordinary wear and tear, and 
damage to the Leased Property covered by insurance and for which the Goy- 
ernment shall receive, or has received, insurance funds in lieu of having the 
damaged property repaired, replaced, or restored, and place the Leased Prop- 
erty in “stand-by condition for extended storage,” according to established indus- 
trial standards, and in accordance with any additional specifications furnished 
to the Lessee by the District Engineer, the cost of so restoring the Leased Prop- 
erty and so placing the Leased Property in stand-by condition for extended stor- 
age to be borne by the Lessee, or (b) remove such of its property as has not 
become the property of the Government under the terms of this lease, and with- 
in the shortest possible time place the Leased Property in an operating condi- 
tion suitable for the Government’s production purposes, provided, however, in 
the event the cost of placing the Leased Property in said operating condition is 
in excess of the estimated cost of restoring the Leased Property and placing 
it in stand-by condition for extended storage as required by Condition 16 (a) 
of this lease, the Government shall pay the Lessee the amount of the differ- 
ence in said costs, and in the event the cost of placing the Leased Property in said 
operating condition is less than the estimated cost of restoring the Leased Prop- 
erty and placing it in stand-by condition for extended storage as required by 
Condition 16 (a) of this lease, the Lesee shall pay the Government the amount 
of the difference between said costs, or (c) remove such of its property as has 
not become the property of the Government under the terms of this lease and 
return the Leased Property to the Government in an “as is” condition, the Les- 
see to pay the Government the amount of the estimated cost of restoring the 
Leased Property and placing it in stand-by condition for extended storage as 
required by Condition 16 (a) of this lease. In the event the Government elects 
upon expiration or other termination of this lease to have the Leased Property 
restored and placed in stand-by condition for extended storage as required 
by Condition 16 (a), or placed in operating condition as required by Condition 
16 (b), the Lessee shall upon the completion of the work required thereby, im- 
mediately and peaceably vield the same to the Government in said condition. 
If the Lessee shall fail or neglect to remove its property or to restore the Leased 
Property or to place the Leased Property in stand-by condition for extended 
storage or to yield the Leased Property, as herein provided, then the Government 
may cause the property of the Lessee to be removed and the Leased Property to 
be restored and conditioned, and the cost of such removal, restoration, and condi- 
tioning shall be paid by the Lessee to the Government upon demand, and no claim 
for damages against the Government or its officers or agents shall be created by 
or made on account of such removal, restoration, and coditioning. In aid of its 
obligations so to return the Leased Property, the Lessee shall maintain a program 
for the proper use, care, and accounting system consistent with good business 
practice. 

17. That the Lessee shall at all times exercise due diligence in protection of 
the Leased Property against damage or destruction by fire, sabatoge, and other 
causes, 

18. That the Lessee shall pay to the proper authority, when and as the same 
become due and payable, all taxes, assessments, and similar charges which, at 
any time during the term of this lease, may be taxed, assessed or imposed 
upon the Government or upon the Lessee with respect to or upon the Leased 
Property. In the event any taxes, assessments, or similar charges are imposed 
with the consent of Congress of the United States upon property owned by the 
Government and included in this lease (as opposed to the leasehold interest of the 
Lessee therein), this lease shall be renegotiated so as to accomplish an equitable 
reduction in the rental provided above, which shall not be greater than the 
difference between the amount of such taxes, assessments, or similar charges and 
the amount of any taxes, assessments, or similar charges which were imposed 
upon such Lessee with respect to his leasehold interest in the Leased Property 
prior to the granting of such consent by the Congress of the United States; pro- 
vided, that, in the event the parties hereto are unable to agree, within ninety 
(90) days from the date of the imposition of such taxes, assessments, or similar 
charges, upon a rental which, in the opinion of the District Engineer, constitutes 
a reasonable return to the Government on the Leased Property, then, in such 
event, the District Engineer shall have the right to determine the amount of 
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the rental, which determination shall be binding upon the Lessee subject to ap- 
peal in accordance with Condition 20 of this lease. 

19. a. That the Government may terminate this lease at any time by giving 
thirty (380) days written notice by the District Engineer to the Lessee (1) dur- 
ing the existence of any national emergency, present or future, declared by the 
President or the Congress of the United States, or (2) in the event the Secretary 
of the Army determines that termination of this lease is necessary in the interest 
of national defense, or (3) in the event the Lessee fails to operate the Leased 
Property for a period of ninety (90) days, unless the cause of cessation of 
operations is beyond the control of the Lessee, or (4) in the event the Lessee vio- 
lates any of the terms and conditions of this lease and continues and persists 
therein for ten (10) days after notice thereof in writing by the District Engi- 
neer, or (5) in the event the Government converts the ammonia plant facilities 
to use a basic raw material other than coke and the parties are unable to agree 
upon a fair rental consideration for such facilities within thirty (80) days after 
negotiations with respect thereto are undertaken. 

b. Either party may terminate this lease by giving ninety (90) days’ written 
notice to the other party in the event the Government requires the entire capacity 
of the coke ovens or a substantial portion thereof. 

NOTE: The preceding Condition 19 (b) to be used only if coke ovens are leased 
separately. 

20. That, except as otherwise specifically provided in this lease, all disputes 
concerning questions of fact which may arise under this lease, and which are not 
disposed of by mutual agreement, shall be decided by the District Engineer, who 
shall reduce his decision to writing and mail a copy thereof to the Lessee at his 
address shown herein. Within thirty (380) days from said mailing the Lessee 
may appeal in writing to the Secretary of the Army, whose written decision or 
that of his designated representative or representatives thereon shall be final and 
conclusive upon the parties hereto. The Secretary of the Army may, in his dis- 
cretion, designate an individual, or individuals, other than the District Engineer, 
or a board, as his authorized representative to determine appeals under this 
condition. The Lessee shall be afforded an opportunity to be heard and offer 
evidence in support of his appeal. The president of the board, from time to 
time, may divide the board into divisions of one or more members and assign 
members thereto. A majority of the members of the board or of a division 
thereof shall constitute a quorum for the transaction of the business of the board 
or of a division, respectively, and the decision of a majority of the members of 
the board or of a division shall be deemed to be the decision of the board or of 
a division, as the case may be. If a majority of the members of a division is 
unable to agree on a decision or if within thirty (80) days after a decision by a 
division the board or the president thereof directs that the decision of the divi- 
sion be reviewed by the board, the decision will be so reviewed; otherwise the 
decision of a majority of the members of a division shall become the decision of 
the board. If a majority of the members of the board is unable to agree upon 
a decision, the president will promptly submit the appeal to the Assistant Secre- 
tary of the Army for his decision upon the record. A vacancy in the board or in 
any division thereof shall not impair the powers nor affect the duties of the board 
or division nor of the remaining members of the board or division, respectively. 
Any member of the board, or any examiner designated by the president of the 
board for that purpose, may hold hearings, examine witnesses, receive evidence, 
and report the evidence to the board or to the appropriate division, if the case 
is pending before a division. Pending decision of a dispute hereunder, the Lessee 
shall diligently proceed with the performance of this lease. 

21. That all uranium, thorium, and all other materials determined pursuant 
to section 5 (b) (1) of the Atomic Energy Act of 1946 (60 Stat. 761) to be 
peculiarly essential to the production of fissionable material contained, in what- 
ever concentration, in deposits in the lands covered by this instrument are hereby 
reserved for the use of the United States, together with the right of the United 
States, through its authorized agents or representatives, at any time to enter 
upon the land and prospect for, mine, and remove the same, making just com- 
pensation for any damage or injury occasioned thereby. However, such land 
may be used, and any rights otherwise acquired by this disposition may be exer- 
cised, as if no reservation of such materials had been made; except that when 
such use results in the extraction of any such material from the land in quanti- 
ties which may not be transferred or delivered without a license under the Atomic 
Energy Act of 1946, as it now exists or may hereafter be amended, such mate- 
rial shall be the property of the United States Atomic Energy Commission, and 
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the Commission may require delivery of such material to it by any possessor 
thereof after such material has been separated as such from the ores in which 
it was contained. If the Commission requires the delivery of such material to 
it, it shall pay to the person mining or extracting the same, or to such other 
person as the Commission determines to be entitled thereo, such sums, includ- 
ing profits, as the Commission deems fair and reasonable for the discovery, mining, 
development, production, extraction, and other services performed with respect 
to such material prior to such delivery, but such payment shall not include any 
amount on account of the value of such material before removal from its place of 
deposit in nature. If the Commission does not require delivery of such material 
to it, the reservation hereby made shall be of no further force or effect. 

22. That no member of or delegate to Congress or Resident Commissioner shall 
be admitted to any share or part of this lease or to any benefit to arise there- 
from. Nothing, however, herein contained shall be construed to extend to any 
incorporated company, if the lease be for the general benefit of such corporation. 

23. That the Lessee warrants that it has not employed any person to solicit 
or secure this lease upon any agreement for commission, percentage, brokerage, 
or contingent fee. Breach of this warranty shall give the Government the right 
to annul this lease, or, in its option, to collect from the Lessee the amount of such 
commission, percentage, brokerage, or contingent fee, in addition to the consid- 
eration herein set forth. This warranty shall not apply to commissions payable 
by the Lessee upon contracts or leases secured or made through bona fide estab- 
lished commercial or selling agencies maintained by the Lessee for the purpose of 
securing this lease. 

24. That all notices to be given pursuant to this lease shall be addressed, if to 
the Lessee, to ; if to the Government, to the District Engineer, 
Louisville District, P. O. Box 59, Louisville, Kentucky, or as may from time to 
time otherwise be directed by the parties. Notice shall be deemed to have been 
duly given if and when inclosed in a properly sealed envelope or wrapper, 
addressed as aforesaid, marked as registered mail, with registry fee prepaid, and 
deposited postage prepaid (or, if mailed by the Government, deposited under its 
franking privilege) in a post office or branch post office regularly maintained by 
the Government. 

25. That, except as otherwise specifically provided herein, the term, District 
Engineer, as used herein, shall include his duly appointed successors and his 
authorized representatives. 

26. That the Lessee, in performing the work required by this contract, shall 
not discriminate against any employee or applicant for employment because of 
race, creed, color, or national origin. 

27. That during the existence of any national emergency, present or future, 
declared by the President or the Congress of the United States, or in the event 
the Secretary of the Army determines that it is necessary in the interest of 
national defense, the lessee shall, within thirty (80) days after receipt of written 
notice from the Government, furnish to the Government such anhydrous ammonia, 
methanol, formaldehyde, hexamine and ethyleneuréa as may be necessary in 
the discretion of the Secretary of the Army, including the entire capacity of the 
plant, at prices to be agreed upon between the parties, but which in no event 
shall exceed the then current market price of the products herein named. 

Notre.—The following Condition 27a to be used only if coke ovens are leased 
separately : 

a. That the Lessee shall within thirty (30) days after receipt of written notice 
from the Government furnish to the Government or its operator or lessee of 
the ammonia plant, coke as may be necessary in the discretion of the Secretary 
of the Army, including the entire capacity of the plant, at prices to be agreed 
upon between the parties, but which in no event shall exceed the then current 
market price of coke of the same quality in the vicinity. 

28. That the Government reserves the right to convert the ammonia plant 
facilities to use a basic raw material other than coke, in which event, the lease 
will be renegotiated to increase the rental consideration reserved in this lease. 
The lessee agrees that in the event a satisfactory agreement with respect to 
rental consideration, cannot be reached within thirty (30) days after the begin- 
ning of such negotiations, the Government may at its election terminate this 
lease as provided in Condition 19a (5) of this lease, or readvertise the faciiities 
for lease, in which event, the lessee agrees that other prospective lessees may 
inspect the plant at reasonable hours upon reasonable notice to the lessee of 
the date of such proposed inspection. 
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29. That the lessee may, at its expense, convert the ammonia plant facilities 
to use a basic raw material other than coke. The cost of such conversion will be 
amortized by the lessee over a period of years, and in the event of revocation of 
the lease by the Government in accordance with Conditions 19a (1), 19a (2) 
or 19b of this lease, the Government will reimburse the lessee subject to the 
availability of funds, the unamortized cost of such conversion. 

30. That the lessee shall operate and maintain the fumes elimination equipment 
installed at the installation. 

Note.—The following condition to be used only if the ammonia plant is not 
leased and the coke ovens are leased separately. 

a. That the lessee shall operate and maintain that portion of the fumes elimina- 
tion equipment which was constructed for use in connection with the operation 
of the leased premises. 

Note.—The following condition will be used only in the lease of the ammonia 
plant if leased separately from the coke ovens. 

31. The lessee will operate the utilities systems and furnish service to the 
lessee of the coke oven facilities on a reimbursable basis to be mutually agreed 
upon by the two lessees. 

In WITNESS WHEREOF 

THIS LEASE is also executed by the Lessee this day of 195. 

Signed and sealed in the presence of : 
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CERTIFICATE 
age Besse Ee eta a ns IG ee eee, ee ee ee of the 
CorPORATION named as Lessee herein; that ____--  aiaiminnn og WOO Signed ts 
lease on behalf of the Lessee, was then __.___----__--______ of said CORPORATION ; 


that said lease was duly signed for and in behalf of said CorPORATION by authority 
of its governing body, and is within the scope of its corporate powers. 
[CORPORATE SEAL] 


Invitation No. ENG—15—029-51-52 


Bip For LEASING UNITED STATES Property AT MorGANTOWN ORDNANCE WORKS, 
MORGANTOWN, WEST VIRGINIA 


To: District Engineer, Corps of Engineers, Louisville District. 
Place: P. O. Box 59, 8830 W. Broadway, Louisville, Ky. 

Srtr: In accordance with your Invitation for Bids No, ENG—15—-029—51-52, dated 
4 May 1950, a copy of which is attached herefo, for the leasing of property. at the 
location shown above and subject to all the conditions and requirements thereof, 
which so far as they relate to this bid, are made a part of it (and subject to the 
qualifications or conditions stated on the attached sheet, which is hereby made 
a part of this bid) I (we) propose to enter into a lease for the property bid on 
below, for the term indicated, and hereby agree to pay the annual rental set out 
below : 

Property Term (Years) Annual Rental 

Morgantown Ordnance Works St ltd oD Lk le oe > ali Gh en Ey ap A 


I (we) make this bid with full knowledge of all the conditions and require- 
ments hereinbefore set forth, and will enter into a written lease within ten (10) 
days after the date of receipt of written notice of the acceptance of this bid and 
a draft of lease for execution. 

Bidder represents that he (_] has (] has not employed or retained a company 
or person (other than a full-time employee) to solicit or secure this contract, 
and agrees to furnish information relating thereto as requested by the Con- 
tracting Officer. 

Inclosed is a certified check or post-office money order payable to the order of 
the Treasurer of the United States in the amount of _--------_____---- Dollars 
( Fee ). This de posit shall apply on the first year’s rental of the property if 
this bid is accepted, but is to be returned if this bid is rejected. 

Note.—Bidders submitting qualified bids must clearly state such qualifications 
on a separate sheet attached to the bid and reference thereto must be made 
hereon. 


(Business Address) 
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(Bid must be signed and submitted in duplicate) 


CERTIFICATE OF CORPORATE BIDDER 


he. ceidicbnehcsses tna OUEST TOD Diy WR) TRC nn etna of the 
corporation named as bidder herein; that-_-__.-_---_.--------_- , who sigued this 
bid on behalf of the bidder, was then___.____-_----___--~- of said corporation ; 


that said bid was duly signed for and in behalf of said corporation by authority 
of its governing body and is within the scope of its corporate powers. 
Acai tae ict accra adda ag [CORPORATE SEAL] 


DEPARTMENT OF THE ARMY 
OFFICE OF THE CHIEF OF ENGINEERS 
Washington 25, D. C. 


680.41 Morgantown Ordnance Works, West Virginia. 

General—ENGLM. 

25 JUNE 1951. 

GENTLEMEN : 

i. Keference is made to Invitation for Bids numbered ENG—15—-029-51-52, 
dated 4 May 1951, pertaining to the leasing of the industrial facilities at Morgan- 
town Ordnance Works, West Virginia, which by this reference is hereby incorpo- 
rated herein. 

2. The Department of the Army has rejected all bids received in response to 
Invitation for Bids numbered ENG-15-029-51-52 which were publicly opened in 
the Office of the District Engineer, Corps of Engineers, P. O. Box 59, 8380 West 
Broadway, Louisville, Kentucky, at 11: 00 A. M., CDT, 14 June 1951. 

3. Invitation for Bids numbered ENG-—15-029-51-52 is hereby amended as 
follows: 

(a) Sealed proposals, in duplicate, subject to the conditions contained in 
Invitation for Bids numbered ENG—15—029-51-52, as herein modified, will be re- 
ceived at the Office of the District Engineer, P. O. Box 59, 880 West Broadway, 
Louisville, Kentucky, until 11:00 A. M., CDT, 24 July 1951, and then publicly 
opened for the leasing of property of the United States described in said Invi- 
tation for Bids. 

(vb) The Government will as expeditiously as is practicable and at its expense, 
modernize and convert that portion of the Morgantown Ordnance Works concerned 
with the production of synthesis gas. It is proposed to install the necessary 
facilities for use of natural gas in lieu of coke in such a manner as to enable the 
Works to be operated with either coke or natural gas as the raw material. Stud- 
ies of the proposed modernization have been made for the Department of the 
Army by Ebasco Services, Inc., 2 Rector Street, New York, New York, and Foster 
Wheeler Corporation, 165 Broadway, New York, New York. Companies inter- 
ested in submitting proposals for the lease of Morgantown Ordnance Works may 
review the reports made by the above Companies in the offices of the Companies, 
at the above addresses, Office of the Chief of Engineers, Room 2228, Building T-7, 
Gravelly Point, Washington 25, D. C., and Office of the District Engineer, Corys 
of Engineers, 880 West Broadway, Louisville, Kentucky. The titles of the reports 
are; 

(1) Modernization of Ammonia Plant, Morgantown Ordnance Works, 
Morgantown, West Virginia, For Department of the Army, Office, Chief of 
Engineers—Ebasco Services, Inc., New York, New York, May 1951. 

(2) The Morgantown Ordnance Works—a Technical Survey—Foster 
Wheeler Corporation, 165 Broadway, New York, New York. 

(c) The Government desires to lease the facilities on a long-term basis. The 
initial firm term, binding upon the Lessee shall be not less than five (5) years. 

(qd) The Department of the Army will lease a maximum of 175 Anhydrous 
Ammonia tank cars to the Lessee of the plant, by separate instrument, on the 
same terms and conditions as it leases such tank cars to others, provided that 
a schedule is attached to the proposal submitted in accordance herewith indi- 
cating the necessity for such tank cars to enable the successful operation of 
the plant. A maximum of 75 tank cars will be made available, prior to 31 De- 
cember 1951, upon the completion of rehabilitation work by the Lessee. The 
remaining 100 tank cars will be made available as soon after 1 January 1952 
2s required by the Lessee. Methanol and Formaldehyde tank cars will not be 
made available by the Department of the Army. 
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(e) Proposals may be submitted for the entire plant (Ammonia Plant and 
Coke Ovens), or for the Ammonia Plant separately, or for the Coke Oven facili- 
ties separately. In any lease involving the entire facilities the Government will 
agree to consent to the subleasing of the coke oven facilities by the Lessee to 
a tenant satisfactory to the Government. Paragraph 2¢ of said Invitation for 
Bids requires the Lessee of the Coke Oven facilities to supply coke to the Lessee 
of the Ammonia Plant during the period of conversion or at any other time 
that coke is required for use as the raw material by such Lessee in the operation 
of the Works. 

(f) The rental offer contained in the proposal must include a rate per ton 
of ammonia and/or methanol produced during the period of modernization and 
conversion and a minimum annual rental. Upon the completion of the moderni- 
zation and conversion, the lease will be renegotiated to increase the rental con- 
sideration to reflect the advantages accruing to the Lessee as a result of such 
conversion. If an agreement, with respect to the increase of rental consideration, 
cannot be reached within thirty (30) days after the beginning of such negotia- 
tions, the Government may at its election terminate the lease by giving thirty 
(30) days’ written notice to the Lessee, or readvertise the facilities for lease, 
in which event the Lessee shall agree that prospective Lessees may inspect the 
plant at reasonable hours upon reasonable notice to the Lessee of the date of 
such proposed inspection. Rentals based upon production sold or consumed will 
not be considered. 

(9g) All rehabilitation and other work necessary to place the plant in an 
operating condition shall be accomplished by and at the expense of the Lessee 
All royalty payments, ete., shall be made by and at the expense of the Lessee. 

(h) The Lessee will be required to operate the facilities using coke as the raw 
materia?, during the period of plant modernization and conversion. 

(i) With reference to paragraph 2b of said Invitation for Bids the Govern- 
ment will waive the requirement for the Lessee to furnish hexamine and ethyl- 
eneura to the Government provided the Lessee agrees that the Government 
and/or its contractor may operate the hexamine and ethyleneura facilities and 
the Lessee further agrees to furnish necessary utilities for such operations at a 
price not exceeding the cost to the Lessee of furnishing such utilities. The 
furnishing of anhydrous ammonia, methanol and formaldehyde to the Govern- 
ment as provided in paragraph 2b of said Invitation for Bids will not be waived. 
The waiver for the furnishing of hexamine and/or ethyleneura, if desired should 
be requested in the proposal submitted in response to this invitation. 

(j) Any deviations from the form of lease attached to said Invitation for 
sids excepting modifications required by said Invitations for Bids, as herein 
modified, shall be clearly stated in the proposal submitted. 

(k) Each proposal must be inclosed in a sealed envelope, marked and addressed 
as follows: 

Bid For Lease of Property at: Morgan- To: Office of the District Engineer, 
town Ordnance Works, Morgantown, Corps of Engineers, P. O. Box 59, 
West Virginia. Invitation No. ENG— 830 W. Broadway, Louisville 1, 
15-029-51-52. To be opened 24 July Kentucky. 

1951, 11:00 A.M. (CDT) 

Sincerely yours, 
W. H. HASTINGS, 
Colonel, Corps of Engineers, 
Assistant Chief of Engineers for Real Estate. 


Invitation No. ENG-15-029-51-52 


ProposaL For Leastna UNttrep States Property AT MorGgANTOWN ORDNANCE 
Works, MorGANTOWN, WEST VIRGINIA 


To: District Engineer, Corps of Engineers, Louisville District. 
Place: P. O. Box 59, 880 W. Broadway, Louisville, Ky. 


Srr: In accordance with your Invitation for Bids No. ENG—15—029-51-52, 
dated 4 May 1951, as amended by letter from the Office of the Chief of 
Engineers, dated 25 June 1951, for the leasing of Morgantown Ordnance Works, 
West Virginia, I (we) hereby submit this proposal, subject to all of the 
conditions and requirements contained in said Invitation for Bids, dated 
4 May 1951 as amended by said letter, dated 25 June 1951, for the lease 
“gO tes lae SO cI re esi ge Sty Raat (specify whether proposal covers entire plant, 
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ammonia plant without the coke ovens, or coke ovens only) for a term of ~---~- 
years, subject to renewal for ~------- additional terms of —~----_ years, at a 
WORCAT OF Oso per net short ton of anhydrous ammonia and/or methanol 
(coke) produced in the facilities included in this proposal or a minimum rental 
of 33). ah. per annum, whichever is greater. 

I (we) make this proposal with full knowledge of all of the conditions 
and requirements contained in said Invitation for Bids, dated 4 May 1951, 
as amended by said letter, dated 25 June 1951, and will enter into a. written 
lease within ten (10) days after the date of receipt of written notice of the 
acceptance of this proposal by the Government and a draft of lease for exe- 
cution. 

Bidder represents that he Pa / has se FA has not employed or 
retained a company or person (other than a full-time employee) to solicit 
or secure this contract, and agrees to furnish information relating thereto 
as requested by the Contracting Officer. 

Inclosed is a certified check or post office money order payable to the order 
of the Treasurer of the United States in the amount of $__---__-_~_-. This 
deposit shall apply on the first year’s rental of the property if this proposal 
is accepted, and will be returned if this proposal is rejected. 


(Business address) 
(Bid must be signed and submitted in duplicate) 


CERTIFICATE OF CORPORATE BIDDER 


EE EE ee ae eee ee oe GES) OR ENG: charts Ce ek of the 
corporation named as bidder herein; that ~----.----------_-_- » who signed 
this proposal on behalf of the bidder, was then _____~- en of said 


corporation; that said proposal was duly signed for and in behalf of said 
corporation by authority of its governing body and is within the scope of its 
corporate powers. 

ae ee ee ee (Corporate Seal) 

Mr. Courtney. That set of documents refers to the first invitation 
that was extended to the large number, who appear on the list you 
have submitted ¢ 

Mr. Avexanper. It is the second invitation which was extended to 
the same large number of people; this list which I have entered in the 
record is the solicitations of both go-arounds. 

Mr. Courtney. This document, which has now been included in the 
record with the invitation, went to the prospective bidders and the 
individual names appearing on the list, also introduced. 

Mr. ALEXANDER. ‘That is correct. 

Mr. Courrney. I perhaps may not be using the word “bid” in the 
proper sense. Is this an invitation to bid, on the second list, or do 
you describe it otherwise as being a proposal / 

Mr. ALexanper. I describe it as an invitation to get proposals. 

Might I perhaps elaborate a little bit on that. 

Mr. Courtney. Yes. 

Mr. Avexanper. There were certain specified details which are in 
this paper, which every man who makes a proposal must be prepared 
to live up to. But over and beyond that there are so many variations 
in leasing a plant like this, from a contract with someone that makes 
shoes. We have not felt it was possible to obtain bids 





Mr. Courtney. In other words, there was nothing inflexible about 
this invitation 2 

Mr. ALExANpDER. No. 
_ Mr. Courrney. The objective was to get the best use of the plant 
for the benefit of the Government ? 
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Mr. Avexanver. That was the sole purpose. 

Mr. Courtney. Mr. Secretary, now considering the immediate ques- 
tion before the committee, in response to the invitation for proposals 
in the second go-around, or the final go-around, if you please, which 
led to the submission of this proposal to this committee, would you 
discuss what transpired, so far as the Army is concerned 4 

Mr. Avexanper. Yes. Having determined, as the result of the 
Department of Justice ruling, that we were precluded from dealing 
with Allied, unless there were no other satisfactory operators, the 
question came down to whether United was a satisfactory operator, 
or whether there might be some other alternative operator with whom 
we might be able to make negotiations, a more satisfactory arrange- 
ment. 

I have met personally with the officials of all of the three major 
companies, Allied, United, and Mathieson, and we have also obtained 
a great deal of supplemental information with regard to the financial 
background, and the technical background from all three of these 
companies. I have also indicated a willingness to see all of these 
people at all times when they desired to do so, because it seemed to 
me that we must give them all an opportunity to put their best foot 
forward while at the same time maintaining a freedom of action in 
deals with which we have at one time or another made between tenants 
and the Government. 

There were two principal reasons why we had doubts as to whether 
United Distillers would be a satisfactory operator of this plant—I 
say doubt, for there were doubts which we felt, and we need an opera- 
tor where there would be no doubt involved on his part. And, there 
were two reasons: First, the relatively unsatisfactory financial con- 
dition, relatively unsatisfactory, of United to undertake a 15-year 
lease and make the rental payments, and the very substantial re- 
habilitation necessary in the beginning; and the other reason concerned 
the question of technical qualification to operate a very specialized 
type of plant, which was of great value and importance to us. 

And, the type of operation, in which this company, United, had 
heretofore been engaged in. 

Mr. Courtney. ‘This then would have been a departure into a new 
field of production for United ? 

Mr. ALExanpDer. Completely. 

Mr. Courtney. Is that correct ? 

Mr. Avexanper. Absolutely correct. I understand from technical 
experts that one of the peculiarities of Morgantown is.the fact that 
they have to operate in very high pressures—15,000 pounds. 

Mr. Courtney. 15,000 pounds per square inch ? 

Mr. Atexanper. Yes. Whereas the operation United is presently 
engaged in is at atmospheric pressure. 

The Mathieson Co., to which I will refer more particularly later, 
is presently operating successfully a plant at Lake Charles, La., which 
involves a pressure of 5,000 pounds per square inch, which is therefore 
a very similar type of operation as Morgantown. 

Mr. Smart. Mr. Secretary, may I say I think you ought to develop 
this fully, that is, the significance of the 15,000 pounds per square inch 
pressure, to show what that compares with; does it compare, by ratio, 
with the pressure found in other operations which are 500 to 5,000. 
You say the 5,000 is normally encountered in this type of operation ? 
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Mr. ALExANpER. That is correct. Mr. Smart, if you will allow, I 
would like Dr. Bengis, who is qualified as an expert in this field and 
is more familiar with it, to answer your question. 

Mr. Smart. It seems to me, Mr. Secretary, and Mr. Courtney that 
that is quite an important point right here, because apparently you 
justify the action which you have taken on two grounds: One, the 
comparative financial ability of the prospective proposals of people 
submitting proposals, and the other, their respective technical capa- 
bility. 

Mr. ALexAnper. That is right. 

Mr. Smarr. Therefore, when you get into extreme pressures, it 
seems to me you are getting right at those things, and I think you 
ought to make that clear. 

Mr. ALExANpeER. I will have to ask the man who is qualified, Dr. 
Bengis. 

Mr. Smart. Very well. 

Mr. ALexanperR. Because of his background he is qualified to 
testify in this regard. 

Mr. Courtney. Doctor, will you explain your background to the 
committee, giving us the information on which you base your opinion ? 


TESTIMONY OF DR. R. 0. BENGIS 


Dr. Benois. Mr. Chairman, I have been in the chemical business 
from all angles from the research and development through pilot 
plant and manufacture, and large-scale manufacture since 1916. 

Mr. Courtney. Your technical training has been what, Doctor? 

Dr. Beners. In chemical engineering. 

Mr. Courrney. And from what school? 

Dr. Benats. Yale University. 

Mr. Courtney. What are your degrees? 

Dr. Benais. Ph. B., and Ph. D. from Yale. 

Mr. Courtney. Are you a member of any professional society ? 

Dr. Benes. Sigma Psi, honorary society ; and the American Chem- 
ical Society, and the American Institute of Chemists. 

Mr. Courtney. Have you contributed to literature of your pro- 
fession ? 

Dr. Benets. Not for a good many years. I did many in my earlier 
days. 

Mr. Courtney. Have you kept up with your professional group ? 

Dr. Benets. Yes, Mr. Courtney. 

Mr. Courtney. Well, Doctor, then coming down immediately to 
your experience in this particular field, for the record and for the 
information of the committee, what has been your experience? 

Dr. Benats. I have been with the Department of the Army and the 
Ordnance Corps since March 1, 1941; I have engaged in the super- 
vision or administration of manufacturing facilities used in the pro- 
duction of ammunition, those include ammonia plants. 

I have had occasion to visit all our installations during the war in 
order to inspect them and go over their mode of operation and 
efficiency. 

Mr. Courtney. Well, is it your responsibility for the Army to super- 
vise the methods of production, devise improved methods for the 
production of ammunition, of ammonia? 

91423—51-—3 
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Dr. Benats. Yes. 

Mr. Courrnrey. And you consider improvement in the efficiency of 
operation of each plant ? 

Dr. Benats. That is right. 

Mr. Courrney. You did that all during World War IT? 

Dr. Benats. That is right. 

Mr. Courtney. Did you go to this particular plant during the war; 
and you are familiar with its capabilities? 

Dr. Benats. Yes. 

Mr. Courrney. Are you familiar with its operation in World 
War II? 

Dr. Benats. Yes. 

Mr. Courtney. Did you supervise specifically its operation in your 
official capacity ¢ 

Dr. Benais. I inspected it—I cannot say~— 

Mr. Courtney. I am sorry perhaps I did not use the proper word. 
You inspected it? 

Dr. Benais. Yes. In other words, the Office of Chief of Ordnance 
had a staff supervision over operations. The actual administration 
of the plant was in the hands of the field office. 

Mr. Courrney. Dr. Bengis, considering the type of plant that this 
is, the investment which the Government has in it, as well as the 
potential for future use, what in your opinion, are the factors that 
should be considered in turning this plant over to an operator ? 

Dr. Benats. I felt that this plant should not be entrusted to any- 
one but a very competent operator, and when I say competent, I mean 
qualified in the ammonia field. 

Mr. Courrney. You mean experienced / 

Dr. Benois. Experienced in the ammonia industry. We have a 
$75 million investment, that was as of 1942, during the early part of 
the war, and it probably would cost us twice that amount to replace 
the plant. 

Mr. Courrney. And with that type of investment, what are the 
possibilities of loss, waste, or destruction in the hands of an inefficient 
operator ¢ 

Dr. Benois. Well, working at the pressure they are using in that 
plant, if it is not properly operated, there is definite danger of hazard 
and explosion. 

Mr. Courrney. Now, Doctor, the plant that is presumed to have 
been operated by Mathieson at Lake Charles is one which the Secre- 
tary described as having 5,000 pounds pressure per square inch, where- 
as the plant here would be operated under 15,000 pounds per square 
inch. Is the pressure employed in the Morgantown plant—does it 
represent an improved or more modern operation than in the plant 
of the Mathieson Co. 4 

Dr. Benais. No; I do not believe it is; there is just a difference in 
pressure used in compression of gases before they are converted into 
ammonia. 

Mr. Smarr. Let me ask you this question: You are acquainted and 
have had opportunity to be acquainted with the technical capabilities 
of United? 

Dr. Beners. Dr. C. O. Brown I have known for a number of years, 
and I have the highest regard for him as an ammonia expert. 

Mr. Sarartr. Who is he with? 
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Dr. Benats. He is a private consultant. I understand that a com- 
pany was organized by the United Distillers, with him as the presi- 
dent, for the purpose of operating this Morgantown plant if they 
obtained the lease. 

Mr. Smarr. There has been some basis upon which you predicated 
your decision as to why Mathieson is more desirable to operate the 
Morgantown facilities than is United, and what I want to know is 
this: You must have had to compare the capabilities of Mathieson 
and United in order to arrive at a proper decision, and what I would 
like to have you say for the record is what qualifications have you 
gone into, or have been presented to you, that made you arrive at 
the conclusion that Mathieson was more desirable than United, from 

the technical st mdpoint { d 

Dr. Benats. Mr. Chairman, if agreeable, I would like to take them 
up separately. I will take up United first. 

Mr. Smarr. All right. 

Dr. Benois. The United Distillers would have in their employ Dr. 
C. O. Brown to head up the organization. He is a very capable man 
and is familiar with Morgantown. Besides, Dr. Brown—— 

Mr. Smart. May I interject right there? Did Dr. Brown operate 
the Morgantown plant during World War II, and also since then ? 

Dr. Benois. He was a consultant; he did not operate it, nor have 
anything to do with the operation of the plant during World War 
II. He was a consultant with the Heyden Chemical Co., who operated 
the plant, subsequent to World War LI, for fertilizer. 

Mr. Smarr. Go _ ad. 

Dr. Benets. Dr. Brown told me that he would have a certain Mr. 
Van Ness, affiliated with him; he told me—I do not know Mr. Van 
Ness, but he told me that Mr, Van Ness was associated with him in 
the construction of an ammonia plant in India. 

Mr. Van Ness was not then available, but Dr. Brown told me that 
he would be available in a matter of months if required. 

Those are the only two people that Iam familiar with that United 
Distillers would have at their disposal. It takes more than two to 
operate a huge plant like Morgantown. So therefore they would 
have to go out and try to get other people. 

Now, I cannot say that they would not be able to get other people 
if they paid them enough. In other words, we are all human, and they 
might be attracted by huge salaries, but then it becomes an economic 
matter as to how much United could afford in overhead for supervisory 
personnel. 

Mr. Smart. Then summarizing the point, you say they would have 
insufficient technicians, have to acquire technicians capable, which 
they do not have now, to undertake the successful operation of the 
Morgantown plant. 

Dr. Benes. So far as I know, Mr. Chairman, they just had these 
two people. 

Mr. Courrney. Let me ask you this, Doctor: the only two persons 
whom you are advised officially by United would be in charge of this 
operation, if they were successful in being awarded this lease, are 
Dr. Brown, whom you know and whose experience you have described, 
and Mr. Van Ness, whom you say Dr. Brown hopes to be able to 
employ. 

Dr. Benois. That is right. 
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Mr. Covurrnry. And then over and above that the Government has 
received no information as to the qualifications of any other person? 

Dr. Breneis. That is right. 

Mr. Courtney. Or that would be identified with this operation if 
it were conducted by United. 

Dr. Benets. That is right. 

Mr. Courrney. Well, go on from there, Doctor, and give us the 
facts that you considered in making this decision. 

Dr. Benats. I have dealt so far with United. 

Mr. Courtney. Yes. 

Dr. Beneis. I will now mention Mathieson. 

The Mathieson Chemical Co. now has in their employ a man who 
was the production superintendent of the Morgantown Ordnance 
Works during World War II, and he was the manager for the Hay- 
den Chemical Corp. in the operations that were conducted by the 
Government during the fertilizer program subsequent to World War 
II. He knows the plant from A to Z. 

In addition, Mathieson operates the Lake Charles ammonia plant, 
and has a full complement of people and supervisors from which 
they could draw key personnel for the operation of Morgantown. In 
other words, they have people who know the procedure for the man- 
ufacture of ammonia. 

Mr. Courtney. Now, Doctor, right there, would you tell us, or 
give us, some idea of what the capacity of Mathieson might be in 
terms of the size of the plant or volume of production ? 

Dr. Benais. I believe the Lake Charles plant has a capacity of 
5,500 or 6,000 tons per month. 

Mr. Courtney. Are they operating at that capacity, as far as your 
investigation shows? 

Dr. Benats. Yes, sir. 

Mr. Courtney. All right, then, what other factors in connection 
with your investigation of Mathieson did you consider ? 

Dr. Benats. Well, Mathieson has been in the business of produc- 
ing ammonia and fertilizer for a number of years. They have also 
been engaged in development work on other nitrogen products with 
which I am familiar; these products are not connected with ammonia 
directly, but they are connected with ammonia indirectly. I had 
oceasion to talk to some of the people on their technical staffs, and 
I felt that those people would be of distinct value to anybody operat- 
ing an ammonia plant. 

Mr. Courrney. For comparison, Doctor, what would be the capac- 
ity of this plant, what was it as an ammonia plant during World 
War I? 

Dr. Beneis. During World War IT? 

Mr. Courrney. Yes; during World War II, I mean. 

Dr. Benois. We rated the plant at a capacity of 18,700 tons per 
month of ammonia. 

Mr. Courtney. That compares with 5,500 tons at Lake Charles? 

Dr. Benats. That is right. Those are approximate figures. The 
capacity varies in winter and summer. Those are the averages. 

Mr. Courtenay. Now, Doctor, will you carry on from there and 
tell us what factors you considered technically ? 
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Dr. Benats. Well, I feel that I have just about covered the field 
with reference to the personnel available that would be required at 
one of these plants. 

Mr. Courtngey. Now, Doctor, how long has Mathieson been in this 
same type of business approximately, to your knowledge ? 

Dr. Benats. I cannot tell you that exactly. 

Mr. Courtney. Is it a new concern, or one that has been in oper-’ 
ation many years 4 

Dr. Benais. Mathieson is an old concern. I do not know whether 
this statement here would show when they started business or not. 

Mr. Avexanper. It is the fifty-ninth annual report, it says on the 
report. 

Mr. Courtney. I think that is long enough for most of us, Doctor. 

Dr. Benais. Thank you, Mr. Secretary. 

Mr. Courtney. Now, by way of comparison, how long had United 
been in the business of producing ammonia in a plant of this 
character ¢ 

Dr. Benats. They have never been in the business of producing am- 
monia, and they are not now. 

Mr. Boonzr. I represent the Sharon Steel Corp. May I ask Mr. 
Courtney that he direct a question of Dr. Bengis asking if Mathieson 
has had an experience of any kind in the operation of a complicated 
coke plant? 

Mr. Smarr. Has this plant recently been converted from the type 
of fuel required? 

Mr. Cary. No, sir; it has not. 

Mr. Smart. What is the type of fuel required ? 

Mr. Cary. Coke obtained from coal. 

Mr. Smarr. Coke obtained from coal? 

Mr. Cary. Yes. 

Dr. Benats. I might go a step further back, Mr. Secretary. We 
have to have metallurgic ‘al coal to make coke from. In other words, 
the plant is constructed in such a way that you cannot ship the coke 
in. You have nt make it at the site. 

Mr. Courrney. While we are on the subject of the technical know- 
how of the oper ares, the question which Mr. Booher asks from the 
Sharon Steel Corp. suggests itself. What is your answer to that, 
Doctor? 

Dr. Benats. To the best of my knowledge I do not believe they 
have ever operated a coke plant. 

Mr. Smarr. What significance would vou attach to their lack of 
experience with coke, so far as their ability to run a plant is con- 
cerned, since it does require coke ? 

Dr. Brenets. Well, I fully believe that they have one of two alter- 
natives: They could take over the present complement of operators 
who are now operating a coke plant, or they might be able, with 
the approv al of the Department of the Army, to employ the Sharon 
Steel Corp. as a subcontractor. 

Mr. Courtney. But in the absence of either of those two devices, 
has Mathieson had any experience or any organization equipped to 
operate coke ovens? 

Dr. Benats. As far as I know they have not. 
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Mr. Courrnry. Was any representation made to you, or any in- 
formation given to you, upon which you could act in forming judg- 
ment on the subject ? 

Dr. Benaits. No, sir. 

Mr. Courtney. What is the relationship in dollars of investment 
between coke ovens and the rest of the piant, so we may have some 
idea of the amount of money that would be actually turned over, 
in coke ovens? 

Dr. Beneis. I venture to say those coke ovens cost us in the neigh- 
borhood of about $3,000,000 at the time they were installed. 

Mr. Courrney. And their present cost would probably double that 
amount ¢ 

Dr. Brenets. Double that. 

Mr. Boourr. And double that. 

Mr. Courtney. What are the possibilities of using those ovens, of 
those ovens being placed in the hands of an inexperienced operator ? 

Dr. Benats. I certainly would not like to see that. I might venture 
to say United Distillers is in that exact same position. 

Mr. Smart. I was just going to ask that same question about oper- 
ating coke ovens. 

Dr. Benets. Definitely none; United has had no experience. 

Mr. Smart. So, Mathieson and United are in the same boat, as far 
as their capacity or experience with the operation of coke is concerned. 

Dr. Brenets. That is right, to the best of my knowledge. 

Mr. Booner. I think that is correct. 

Mr. Courtney. Now, then, that factor was not considered by you 
in weighing the balance in favor of Mathieson, that is the operation 
of coke ovens requiring another operator? 

Dr. Benets. That factor did not warrant attention as much as the 
factor of the protection of the main plant. 

Mr. Cary. May I ask a question? 

Mr. Courrnry. I would be delighted to have you do so. 

Mr. Cary. I wonder if Dr. Bengis would conclude, then, that insofar 
as coke ovens are concerned, there was no difference between United 
on the one hand and Mathieson on the other? 

Dr. Benois. That is right, Mr. Cary. 

Mr. Cary. Therefore, that factor was not a major factor in your 
consideration one way or the other ? 

Dr. Benets. That is correct. 

Mr. Smart. I think, to summarize your position and what you said 
down to the moment, I might repeat this point here, that both Mathie- 
son and United were equally bad off because neither of them had any 
experience with coke. 

Dr. Benais. Yes. 

Mr. Smarr. So that was not an item that you could consider pro or 
con with reference to either of them ? 

Dr. Benats. That is right. 

Mr. Smarr. With reference to the technical capabilities of the per- 
sonnel up to the time of consideration of this matter by the Army, 
Mathieson was an active producer of that same product which they 
would produce at the Morgantown plant, that they have plenty of 
people technically capable to run that plant, whereas United is not 
now, nor has it ever been a producer of this product, and so far as you 
know only two persons of technical competence would be available to 
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them to run it and have it done successfully ; is that about summariz- 
ing it? 

Ir. Benois. That just about summarizes it, yes, Mr. Chairman; ex- 
cept I want to emphasize that the two people are the only ones I had 
knowledge of, and that I got personally in conference with Dr. Brown 
at the time. 

Mr. Smart. Of course, the Army had to be satisfied that anyone who 
got this plant be technically capable to run it. 

Dr. Benats. Yes. 

Mr. Smart. At the time of the consideration of this matter by the 
Army that is all the knowledge they have of it, or that was made 
available to it as to the people who would be available to United; is 
that correct 4 

Dr. Benets. Yes. 

Mr. ALexanper. Because I wish to be completely frank with you on 
this matter you mentioned, I think United had the feeling that we did 
have serious question about their technical capability, and in addition 
to the two individuals mentioned to us by Dr. Bengis, Dr. Brown, and 
Mr. Van Ness, that they did not have at the time, but thought they 
could get within a period of months, they also advised us that they 
were prepared to contract with a firm in New York called Ebasco, 
who are engineering advisers or consultants. That factor was also 
given consideration by us, and, of course, any firm that might lease 
this plant would be free to engage such further consultants as it 
might desire, but we did not feel, and I do not think Dr. Bengis felt, 
that that was a sufficient factor to make up for the other lack on the 
part of United. 

Mr. Courtney. Then the most that was ever represented to you was 
that they would have Dr. Brown, and they would try to get the Ebasco 
engineering firm in New York to help them out? 

Dr. Brenets. As consultants, not as operators. 

Mr. Courtney. As consultants only? 

Dr. Brenats. That is right. 

Mr. Smart. It seems to me, Mr. Secretary, that you were confronted 
with the situation on the one hand of Mathieson having the personnel 
and in production, and doing business, ready to do business at Morgan- 
town, whereas the other people were considerably restricted in that 
respect and they proposed that if they were the successful bidders that 
they could get people to bring in. That was your choice, was it not? 

Mr. ALexanver. That was correct, exactly. 

Mr. Smart. Well, I think that covers the technical end of it, as far 
as Tam concerned. Mr. Secretary, I think you could properly proceed 
now with the other considerations, with the financial proposition now. 

Mr. Courtney. Give us the financial statements, Mr. Secretary. 

Mr. AvexaNnper. I wonder before I get to that, to the financial 
aspects of it, if I might mention one other factor which did weigh 
enormously. One of the considerations of this thing is prompt opera- 
tion of the plant, and the other is ability to sell the produce because 
the rental is in part based in any of these efforts on a royalty per ton. 
As to Mathieson, it was estimated by Dr. Bengis that there might be 
as much as 3 months difference between the date in the future when 
operations would begin, that is, between Mathieson on the one hand 
and United on the other. This should affect both readiness from a 
business point of view, and, of course, make increased revenue in the 
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case of the company which was ready sooner, but further than that, 
it is our understanding that Mathieson is presently well organized to 
sell fertilizer products, and though we have no bias whatsoever against 
new fertilizer products being sold, from our point of view, it looked 
as if Mathieson would also be able to sell its product much quicker 
than United could and would, therefore, produce more revenue. As 
far as we knew United had no personnel qualified to sell the produce 
from this plant, but it would have to build that up and also its sales. 

Mr. Courrney. It represented, in your judgment in weighing the 
proposition, the case of a going organization with an established tech- 
nical organization in existence and a sales organization ready to go 
forward with the operation ? 

Mr. Atexanper. That is correct. 

Mr. Courtney. And that factor was another consideration weigh- 
ing in favor of Mathieson ? 

Mr. ALEXANDER. That is correct. 

Mr. Courtney. As against United which had none of these abili- 
ties, either a sales organization or any more than a limited number of 
technical men. 

Now, let us take up the finances, if you will, please, Mr. Secretary. 
Those are the two large factors. 

Mr. ALExANDER. With respect to the finances, we estimated that 
the rehabilitation costs of this plant would range at between $2 mil- 
lion and $4 million. There have been many different estimates made 
of that amount. Mathieson, I believe, is intending to spend between 
$3 million and $4 million. The improvements would, of course, have 
to be approved by us and, therefore, regardless of what a company 
might think that was offering to lease the plant, we had to make our 
own analysis of the probable cost of adequate rehabilitation. 

Mr. Courrney. Well, the standards of rehabilitation would be fixed 
by the Government, then ? 

Mr. Atexanper. That is correct. In addition to that, there were 
potential expenses in getting the plant going which were involved in 
possible commitments with the du Pont Co., which had built the 
plant, which has certain agreements regarding specifications with re- 
spect to machinery and processes which might result, I am not certain, 
and I would not wish to prejudice anybody by saying that there has 
to be permission or a determination, but that is a distinct possi- 
bility.. Also certain working capital requirements would have to be 
met. 

Mr. Courtney. Then there was a financial hazard there on the part 
of the operator that would pay patent process fees to du Pont? 

Mr. ALExANDER. That is correct. 

Mr. Courrney. Without actually saying that would be a legal obli- 
gation, nevertheless it was a potentiality, is that right ? 

Mr. ALexanper. It was something which if a company could not 
meet if it arose, we felt the company could not therefore swing this 
deal. 

Mr. Courtney. Now, what about the working capital, Mr. Sec- 
retary ? 

Mr. AtexaNper. The working capital requirements were to equip 
the plant and to be able to pay the employees and get raw materials 
until there should be some return on the sale of the product was also 
an additional requirement. In examining the balance sheet of United 
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Distillers as first submitted we were not able to determine sufficiently 
clearly what their position was. 

Mr. Courtney. oc mean what their financial position was? 

Mr. ALExANDER. That is correct. We asked for additional data 
from them that we received. 

Mr. Courrnry. Now, was this in response to the present invitation ? 

Mr. Avex nperR. That is correct. So, I had discussions with Dr. 
Hammer, the president, and other persons and there were many dis- 
cussions and requests instigated by me to our Corps of Engineers tor 
additional information from United in order that we might know all 
favorable, as well as unfavorable, factors from them regarding their 
financial position, and the upshot of it was our conclusion, not simply 
my personal conclusion, but the conclusion of the Comptroller of the 
Army and the financial advisers in my oflice that the working capital 
position, and earnings record of United were such as to make it doubt- 
ful whether it would be able to rehabilitate the plant and keep it going, 
and then toward the end of the term there was the further possibility 
that it would not be able to pay the minimum annual rental in case 
it were not a profitable operation. 

Mr. Courtney. Now, the minimum annual rental was what? 

Mr. ALEXANDER. $500,000 a year. 

Mr. Courtney. $500,000 a year plus a percentage of the product ? 

Mr. ALExANnpeER. That is right. 

Mr. Courtney. Plus the obligation of rehabilitation which you 
estimate varies from $2 million to $4 million ? 

Mr. ALEXANDER. That is right. 

Mr. Courtney. And that rehabilitation had to be done in accordance 
with Government standards? 

Mr. Avexanper. That is right; plus a possible consideration to 
du Pont. 

Dr. Benats. Plus the cost of putting the plant back in stand-by 
condition on termination of the lease. 

Mr. Courtney. And that would occur, of course, after 15 years after 
that lease concluded ? 

Mr. ALEXANDER. Yes; that is right. 

Mr. Courtney. What was the comparative financial status of these 
two competitors? 

Mr. ALEXANDER. Well, sir, the Mathieson Chemical Co. is a concern 
of about $137 million. The net current position of the company——— 

Mr. Courtney. You have there the financial statement of Mathie- 
son? 

Mr. Atexanper. Yes; I do have the financial statement of Mathieson 
here. 

Mr. Courtney. And you also have one from United ? 

Mr. ALexanper. Yes, sir; we have several from United also. Would 
you like those to be introduced into the record ? 

Mr. Courtney. I think it would be a good idea if they were intro- 
duced, but you might just refer to them if you will, please, so that we 
will have the comparative financial standing of the companies, not 
only the financial statements. 

Mr. Arexanper. I have here, and will submit the statement received 
from the United Distillers of America, Inc., and subsidiaries, con- 
solidated balance sheet, dated March 31, 1951. 
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(The statements above referred to follow :) 


UNITep DISTILLERS OF AMERICA, ING., AND SUBSIDIARIES 


Consolidated balance sheet, Mar. 31, 1951 


$10, 603, 701. 73 


1, 791, 716. 50 


2, 142, 125. 13 
198, 092. 88 
26, 003. 00 





ASSETS 
Current assets: 
Cash on hand and in banks____-___.__._____ $1, 132, 395.32 
Deposits on unused letters of credit *__.--___ 545,425. 56 
Accounts and trade acceptances receivable... 1, 297, 201. 62 
Miscellaneous receivable___._..._-__..---___ 70, 564, 29 
Marketable securities, at eost* (market value 
Mar... 31, 1051 > S5i10,5641.00) ............... 312, 242.13 
Inventories (at lower of cost or market)*___ 7, 238, 872. 81 
i HO I A i oe 2 
Other assets: 
po ER Seas Fee ae ee OO eee ae $1, 028, 921. 69 
Cash surrender value (Officer’s Life, Inc.) __ 44, 730. 22 
UN A 711, 522. 22 
Creanriarion Gaaree  e 6, 542. 37 
TANI ARTI A a 5 ee 
Plant, property, and equipment_______.-____.__- $2, 728, 330. 03 
Less reserve for depreciation.__________..-____--_ 586, 204. 90 
| ae ae Rn Oy RS WL ee Se A a EER 
i ES Yee ARES Pie SRE ES Shed aed ane ae eee eee a ae eee ee ae 
I i ia elas ee So i ei Eas 
wana ere ae Ee amar ere Pc ER NO a a 


14, 761, 639. 24 








LIABILITIES AND CAPITAL 
Current liabilities: 





Notes payable to banks and others *_________ $8, 303, 904. 51 
Ancouiite mapepies ties ee et ae 367, 408. 05 
Federal income taxes payable__.________-___ 627, 050, 92 
Mortgages payable______-_____ ET ee 38, 673. 60 
punary ncerweu tanes.. 5 131, 818. 25 
Sundry liabilities and accrued expenses____ 116, 382. 88 

OI RNR ANI cacti ig ach pera em eae 


Other liabilities : 
Notes payable to banks and others* (matur- 
Sie TU BE) ae en ek $2, 718, 012. 86 
Mortgages payable (maturing after 1 year) __ 182, 349. 80 


2 


Pn er rN ce es 
Reserve for State and Federal income taxes (current period) __ 
Capital stock (authorized 1,500,000 shares) : Common 1,200,000 


4, 585, 233. 21 


2, 900, 362. 66 
654, 446. 49 





eS EU er eo or a a a 3, 600, 000. 00 
cote tt kee | a ae Cee aes eee One een Seen ey Sera 3, 021, 596. 88 
ORIN Bannan Tees RT EO 14, 761, 689, 24 


1 As of Mar. 31, 1951, we have a contingent liability on unused letters of credit amounting 
to $1,308,831.48 against which cash in the sum of $545,425.56 has been deposited as 


margin. 


2 Inventory in the amount of $4,787,182.95 and marketable securities in the amount of 
$292,040.04 are pledged as collateral for notes payabie amounting to $5,237,488.47. 
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Consolidated statement of income and surplus for the 6 months ending Mar. 31, 








1951 
Sales income (less allowances and freight out) —--~- Me Sa Se Se $8, 104, 957. 61 
Less: Coat: of sales. .........—.- ee ere i cee gee aL aha, 6, 045, 596. 21 
RR GE SS SSS eA ei ep ce eee ana Stee 2, 059, 361. 40 
General overhead : i 

Selling, general and administrative expenses____ $618, 518. 03 

RTT ODN so iia a a Bn eerie 125, 377. 46 
SUMED necro rer rec ert a 7438, 895. 49 
Operating — eh Si i i Fi ne com tesese 1, 315, 465. 91 
SC A i ine nn i Toca cent geceolicnae eS ee Se ae ers £ 4, 665. 95 
Net profit for the period (before taxes) __---_-~ EE ets 1, 320, 182. 86 
Provision for State and Federal income taxes____________--_-- ath 65A, 446. 49 
Net profit for the period (after taxes) _--_______--______-_- 665, 686. ut 

larned eurnias, Oet. 1, W900... ..- ek $2, 355, S89. 63 

Add: Adjustments arising from consolidation_____ 20. 88 
2, 355, 910. 51 
Earned surplus, Mar. 31, 1951 (per balance sheet)-------- 3, 0: 21, 596. 88 


Mr. Smart. You have just previously stated that you received 
a number of financial statements from United. Is the one which you 
now offer for the record the last statement showing the financial posi- 
tion of United ? 

Mr. ALexanper. It is the last financial position of United, and is 
6 months later in time than the first balance sheet they submitted to us. 

Mr, Smart. In what respect is it different from the first one, just 
in general ? 

Mr. ALExANpER. It does not differ any on a total over-all basis,- but 
the figures are up and down in different spots. 

Mr. Cary. May I explain further that one of the reasons why Mr. 
Alexander did bring up a number of balance sheets is that this com- 
pany has a large number of subsidiaries and affiliates, and, as*a con- 
sequence, it submitted a consolidated balance sheet together with 
balance sheets of the subsidiaries and affiliates. If you would like 
those introduced as well, we will do so. 

Mr. Smarr. I think not. I think the one offered for the record 
represents the consolidated position. 

{ would like.to read one paragraph here from the letter of criticism 
which the committee, through Mr. Clemente, received with reference 
to their financial position. This is on page 2 of their letter, and it goes 
as follows: 

United Distillers of America, Inc., submitted excellent financial references 
from the Chase National Bank and the Manufacturers Trust Co., both of 
New York. In addition, the president of the First Bank & Trust Co. of Perth 
Amboy, N. J., advised the Under Secretary of the Army that his bank would 
be happy to extend credit for the operation of the Morgantown Ordnance Works 
by United Distillers of America, Inc., and refinance any credit required beyond 
his bank’s limits. 
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What significance do you attach to that? 

Mr. Avexanper. Mr. Chairman, the significance which I attached 
to the reference from the Chase Bank and the Manufacturers Trust 
Co. and the bank in Perth Amboy was that they had a valued cus- 
tomer, and they stated that that customer had deposits in certain fig- 
ures and that they would be glad to extend credit to it, I assume, as 
prudent banks, up to the point from time to time that they felt it 
was safe for them to extend credit. I do not believe that any of 
them had analyzed the possible cash requirements of this company 
as carefully as we had, and I also feel that they would rely, as we 
would, on these balance sheets, and that the cash balance to which 
they referred was reflected in the balance sheets. Therefore, this was 
not conclusive to me that this company could obtain the necessary 
cash financing to take care of all of these obligations which I have 
just enumerated for you. We gave serious consideration to the fact 
that. these banks had a good customer in United Distillers. 

Mr. Smarr. Well, the thing that I cannot quite understand is this: 
they apparently—and, as a matter of fact, there is a direct allegation 
here—it says the president of the First Bank & Trust Co. of Perth 
Amboy, N. J., advised the Under Secretary of the Army—that is, 
you—that they would be happy to extend credit to the limit of the 

ank’s limitations, and if anything in addition to that was required 
that they would likewise get that. Do you feel that was sufficient 
representation to rely on, assuming that they had made the same de- 
tailed observations that you had made, but that they had not made 
those detailed studies of the actual financial structure of United ? 

Mr. Avexanper. I think they had made some study of the financial 
structure of United, but I doubt whether they realized the extent to 
which finances would probably be required by United. 

Mr. Courrney. Do you have any evidence, beyond just a personal 
belief, upon which to predicate that conclusion ? 

Mr. ALexanper. Sir, I have been at one time a director of a small 
bank in New Jersey, myself. It is my recollection that each loan 
when it came up was scrutinized very carefully, and that one might 
make a commitment to finance up to a certain percentage of one’s 
deposits for a particular customer, and try to obtain financing from 
other banks beyond the limited amount one could do legally one’s self, 
but cannot possibly, as a bank, make a commitment that one will fi- 
nance all future requirements of a customer. 

Mr. Smarr. Then you feel, Mr. Secretary, that the representations 
made by the financial people mentioned in this letter, who are going 
to back United, were based on a general understanding of what their 
financial obligations might be, and that at the time, assuming United 
had been the successful bidder, assuming they had been the success- 
ful bidder at the time the actual negotiations for financing would 
take place, that the financial backers would then obtain information 
which would alter their first position ? 

Mr. ALEXANDER. Yes, sir, that is my belief, and I might also say 
this, if you please, that there is a difference of opinion between United 
and ourselves as to the probable cost of rehabilitation. They were 
using, when they talked to their bankers a figure which, in our judg- 
ment is very, very much too low. 

Mr. Smart. What was that figure, Mr. Secretary ? 
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Mr. ALExANDER. My recollection is it was from $750,000 to $1 
million. 

Mr. Smarr. From $750,000 to $1 million, whereas you state that 
Mathieson expects to spend between $3 million and $4 million in the 
rehabilitation ? 

Mr. Atexanper. That is the last figure I have from them; yes, 
sir. 

Mr. Courtney. According to your own standards and those pre- 
liminary studies which the Government has made, and since the cost 
will be arbitrary in the amount that must be spent, in your opinion 
the required investment would probably be between $3 million and $4 
million ? 

Mr. ALExANDER. That is the opinion of the experts who advise 
me. 

Dr. Benats. To be exact, our estimate is $4,400,000. 

Mr. Courtney. $4,400,000 ? 

Dr. Benois. Yes, sir. 

Mr. Smart. Is there any Government financing involved in this, 
or is this all private capital ? 

Mr. ALexANDER. No Government financing has been mentioned to 
me by any of the three companies involved. 

Mr. Courtney. Now, Mr. Secretary, I think we have covered the 
financial conditions. 

Mr. ALEXANDER. May I insert for the record, in addition to this 
financial statement of United and subsidiaries, the financial statement 
of the Mathieson Chemical Co. ¢ 

Mr. Courtney. Yes, it was our intention that both of them, for 
comparison, should be offered as part of the record for the consideration 
of the committee. 

(The statement above referred to follows: ) 


FIFTY-NINTH ANNUAL Report, 1950, MATHIESON CHEMICAL Corp. 


MATHIESON CHEMICAL Corp. 
Baltimore, Md. 


To the Stockholders of Mathieson Chemical Corp.: 

There is submitted herewith a comparative balance sheet of the corporation 
as of December 31, 1950, and December 31, 1949, and also a comparative statement 
of income for the years 1950 and 1949. 

Significant operating statistics are summarized below : 





| 1950 1949 








ee a a i act name eiiicn shit Pam eatcncs heey aie $75, 775, 756. 79 $54, 073, 351. 35 


_ pater 





CR ened He Rent aaa ae TS, ‘ 21, 091, 430. 88 14, 961, 528. 28 
Depreciation and depletion reserves. ---..-.-.-----------------------| 4, 827, 416. 74 4, 030, 516. 07 
Federal income and excess profits taxes_............---------------- 7, 270, 000. 00 3, 940, 000. 00 
Net earnings Se hictaee Ce 8, 994, 014. 14 6, 991, 012. 21 
Net earnings per common share (based on new stock) __.--_--.--- | 3. 32 2. 57 
Dividends paid per common share (based on new stock) ___..-.-.---- 1.50 1.06% 





(New common stock of $5 par value was issued to shareholders as of July 31 
on the basis of two new shares for one old no-par value share.) 

Earnings and sales in 1950 were the highest in the corporation’s history. 
Earnings were $3.32 per share on the 2,661,867 shares outstanding as of December 
31, compared to $2.57 per share in 1949, on the basis of new stock. Increased 
Federal taxes in 1950, over the 1949 corporate Federal income tax rate of 38 per- 
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cent, amounted to 41 cents per share. In the fourth quarter of 1950, earnings 
before Federal taxes were $5,522,000, compared with $2,575,000 in the like period 
of 1949. This increase in profits reflects the benefits of the 3-year plan of plant 
improvement and expansion which is now resulting in greater production effi- 
ciency, expanded output, and new products. Inasmuch as Standard Wholesale 
Phosphate and Acid Works, Inc., and Southern Acid & Sulphur Co., Inc., were 
acquired by the corporation on April 1, 1949, the results for 1949 include only 
9 months’ operations for these divisions. 

Plant property as of December 31, 1950, is on the corporation’s books at a cost 
of $101,624,164.20, compared with $97,361,457.09 on December 31, 1949, an increase 
of $4,262,707.11, after deducting necessary retirements. Gross additions to 
plants for the year cost $6,955,000. Gross additions to plants for the 3 years 
amounted to $54,949,000, including the plants and properties acquired from 
Standard Wholesale Phosphate and Acid and from Southern Acid & Sulphur in 
1949, and the purchase of the Lake Charles ammonia plant from the United States 
Government. 

Financial.—Operating results for 1950 in part reflect generally increased busi- 
ness activity and demand for the corporation’s broad list of basic chemicals, but 
more so reflect the result of the planned 3-year program of plant improvement, 
corporate expansion, and new product development. During this 3-year period, 
over $30,000,000 of cash has been invested in new plants or in rehabilitating and 
expanding existing facilities. 

Dividends to shareholders, in this 3-year period, have totaled $8,522,000. 

Investments in the shares of Mathieson Hydrocarbon Chemical Corp., a 50 
percent ownership of the Mathieson Building in Baltimore, the corporation’s 
present headquarters, and other investments have been over $3,500,000. 

Net current assets increased $9,400,000 in the 3 years. 

This expansion of the corporation’s assets has been financed largely out of 
earnings together with a net increase of $10,500,000 in long-term debt. 

Taxes for the year, including Federal, State, municipal, and social security, 
were $8,484,447.58, equal to $3.19 per share of common. stock. 

Mathieson Hydrocarbon Chemical Corp. is building two new plants. The Doe 
Run plant, near Brandenburg, Ky., is progressing on schedule, and should be in 
operation late in 1951. This plant will convert hydrocarbons from natural gas 
into ethylene glycol, the most popular antifreeze, ethylene oxide, used in the 
manufacture of a wide variety of chemical products, and other derivatives of 
natural gas. 

The Saltville, Va., plant, which should be in operation in the third quarter of 
1951, will be leased to and operated by Mathieson Chemical Corp., and will pro- 
duce chlorine for the Doe Run plant of Mathieson Hydrocarbon, and caustic soda 
to be sold by Mathieson Chemical Corp. to its customers. The Mathieson Station- 
ary Mercury Cell of improved design and higher capacity will be used in the 
Saltville plant. 

As of December 31, 1950, the corporation owned shares of Mathieson Hydro- 
carbon Chemical totaling $2,667,000. 

Retirement plan.—The corporation has developed a comprehensive retirement 
plan for its employees which will be placed before the shareholders at the next 
annual meeting. 

This plan includes a noncontributory pension for employees earning under 
$3,600 per year, who reach the age of 68, and a contributory pension for those 
earning between $3,600 and $15,000 per year. 

The president and vice president-treasurer, as members of the pension finance 
committee, will not participate in the plan. Your president has withdrawn from 
the presently existing retirement plan of the corporation. 

For all other officers, an upper limit has been placed on their participation. 
Benefits will be available to them only to the extent to which they are entitled 
from the first $15,000 of their annual salaries. 

Research and plant development.—Dnuring 1950 a number of new developments 
took place, or are under way, at our various plants. A new ammonia unit was 
brought into operation at Lake Charles, increasing ammonia production by over 

20 percent. 
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At Niagara Falls the new plant for the production of benzene hexachloride 
was put into operation. This additional production will be used as the raw 
material for the manufacture of a new group of products to be marketed in 1951. 
The process for production of HTH (high-test hypochlorite) has been further 
improved and capacity expanded. A new process for the manfacture of sodium 
chlorite was brought into production, rendering the operation simpler and more 
efficient. Sulfur production at McKamie, Ark., was expanded during the year 
and at the present time the capacity is being further increased. 

At the Pasadena, Tex., plant, production of several new high analysis and 
complete fertilizers was started. These products have received ready acceptance 
in the market. The basic phosphoric acid capacity is being increased. Addi- 
tional land has been purchased for future expansion. 

At Baltimore, a new and more efficient superphosphate plant began operations, 
and most important of all, the sulfuric acid plants at Baltimore have been im- 
proved in capacity and efficiency. The entire output of these plants now serves 
the steel, petroleum, pigment, rayon, chemical, and other vital industries. 

Blending plants for the manufacture of insecticide dusts were built at Williams- 
ton, N. C.; Houston, Tex.; and Little Rock, Ark., utilizing the corporation’s 
manufactured refined suifur and new products manufactured at Niagara Falls. 

The research organization has been strengthened over the year and its efforts 
continue to be directed to the development of new products, new and better 
manufacturing processes, new products from natural gas and, particularly, 
products required for the defense effort. 

Employees.—The management again wishes to express its appreciation to the 
nearly 5,000 members of the Mathieson family who have given their wholehearted 
cooperation and interest to the corporation’s continued growth in 1950. The 
management has a real sense of pride in the fine group of employees that make 
up this corporation. 

Defense effort.——The corporation is an integral part of the defense plans of 
this country. The wide list of industrial and agricultural chemicals produced 
in its plants are all essential to the further production of war materials, foods, 
textiles, and other essential products. Every effort is being made to secure 
maximum production from every plant in order to help alleviate the shortages 
we are now facing. 

Annual mecting.—The annual stockholders’ meeting is scheduled for Tuesday, 
March 27, 1951. Notice of the meeting, together with a proxy statement and 
forms of proxy, will be mailed to stockholders on or about March 1, 1951. 

Respectfully submitted. 

THOMAS S. NicHots, President. 

BALTIMORE, MD., January 26, 1951, 
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Comparative balance sheet as at Dec. 31, 1950, and Dec. 31, 1949 























ASSETS 
1950 1949 
Current assets: 
MUI = indus wie snot on hg nathan Dacewa al mips inceedteeaine hes eenaraine eek a om awa $8, 359, 033. 87 $7, 290, 909. 43 
U. 8. Government gS NEE ST ECRS EER iat apa a 2, 000, 000. 00 2, 000, 244. 91 
Accounts receivable (less reserves: 1950, $615, 175.37; 1949, $586, 977.52)_| 8, 628, 882. 26 5, 615, 327. 38 
Inventories at cost or market, whichever is lower__...........-.-.--- vs 10, 505, 743. 79 9, 526, 171. 00 
i see as Sas cabal | 29, 493,659.92 | 24, 432, 652. 7: 
Investments and miscellaneous assets: wrk, ia 
Investment in Mathieson Building Corp-- ska 500, 000. 00 500, 000. 00 
investment in Mathieson Hydrocarbon C hemical Corp_ Aad sete ; po Tg peeean ar be Gaal ‘ 
Investments on deposit under New York State workmen’s compen- 
sation law SDE Viper Miplesteaae 128, 080. 02 128, 248. 80 
Miscellaneous investments and receivables..__-...-----.----------_- 1, 018, 185. 69 1, 333, 882. 58 
id ink ccbibd ace cd cael ei himasingegiedohs anne wdicheckad 4, 312, 935. 71 1, 962, 131. 38 





Plants and properties (at approximate cost) -................--.--.----- 








10, 624, 164.20 | 


~ 97, 361, 457. 09 











Development expenses for products and processes. - = eee) cin 261, 322. 73 281, 163. 52 
PREY IND in onthe Caiiekis a cd enainatien pbubtamtipeseaeicaedsieee ti 1, 690, 834, 52 1, 592, 025. 18 
i a See te EE via 137, 382, 917.08 | 125, 629, 429. 89 
LIABILITIES 
| 
Current liabilities: 

Accounts payable - - oe ade $3, 729, 388. 09 $2, 180, 408. 08 
Accrued taxes, pay rolls, Pee eat Sea Et eae: 8, 284, 457. 39 | 5, 701, 888. 13 
ake ee i er ee Sa Earl 12, 013, 845. 48 | 7, 882, 296. 21 
Long-term lis abilities: Notes pe iyable, 3 perc ent, “due 1952-69........._._.. 20, 000, 000. 00 20, 000, 000. 00 
Containers charged to customers: (returnable) __-_-.---_-- a : _155, 873. 25 | 249, __2A9, 853. 2 25 
Reserves: 91 Nee, Guana Gt. 
Reserve for contingencies_ : hess ladeabeatncin tana 541, 467. 95 541, 467. 95 
Reserve for depreciation, obsolescence, and depletion | 46,559,883.40 | 44, 177, 601. 62 

; 1, 611, 090. 85 1, 233, 377. 23 


Miscellaneous operating reserves- 





NE 5258 nue coheed e-aRNRIAE Shady, Lab ae nto pied eiaieaereineune Mea 
Capital stock: 
Preferred, 7 percent cumul: ative, - value, $100 per share: 
ized and issued, 23,777 shares . te 


Author- 


Common, par value $5 per share Gener from no par value as of 
July 25, 1950): 





Shares 





1949 





ities ees 2 Se) Jo ee | 1,500, 000 





48, ebbas baat 20 


2, at7, FOO. 00 


13, 435, 085. 00 
125, 750. 00 


13, 309, 335. 0 


45, 952, 446. 80 


2, 377, 700, 00 


25, 182, 959. 50 
280, 464. 41 





oe 902, 495. 09 














Issued wal “2, 687, 017 | 1,343, 287 | 
Less: In Treasury --..-.-.-.-- | 25, 150 15, 020 
Outstanding. --......-- = 2, 661, 867 | 1, 328, 267 
Surplus: 
SU Mincdhciddevavnnvenevencknkneanink actinashnadewmanseeeh peas 
RN ite ate Ebi Aen ase Ma eaKua Caekbankeeteweers 
Re BIN RTE alge en ee NT EE See eo ee ee 





Total capital stock and surplus | 


E 137, 382, 917. 08 | ~ 125, 62 29, 429. 89 


19, 589, 249. 50 
21, 224, 471. 65 


7, 829, 672. 50 
16, 434, 966. 04 





_ 40, 813, 721. 15 





56, 500, 756. 15 


_ 4%, 264 638 54 






51, 544, f 33. 6 
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Comparative statement of income for the years ended Dec. 31, 1950, and 
Dee. 31, 1949 





} 1950 1949 








Re eek lade 5 1 Nes 28 5 ps a et | $75, 775, 756.79 |$54, 073, 351. 35 
Cost of goods sold aS seaman teytopes ee Wie ccen cack d wie aie anteee 34, 700, 936. 21 











a hate a din merisin cine nn uae csccceennscat Say ene, aubeee 19, 372, 415. 14 
Administrative, se lling, and advertising expe RMON oe se _....| 5,341,467.96 | 4,088, 291. 29 

Earnings from plant operations.........-.......-.-.---.......-----| 21, 272, 029. 83 | 15, oR4, 123. 85 
Earnings from other operations_ _-- ie EYES AS DAES CR ee Te 138, 225.12 | 111, 613. 54 

Total earnings from operations - - ._..-_--- es ite sntodwawacant meee. OF 39! 
Provision for depreciation, obsolescence, and depletion......- ct pedoanl ees 144 428 


apostle IN ere LF SS hor Ee aadul 16, 582, 838 21 11, 365, 221. 32 
SR CEO ca ni oda Kkbnmecesens sae laden sj afalhia atone | 371, 624.12 | 218, 865. 32 





Wo Mean dyone an a0es pare a si a noha id e's osc a fa | 11, 584, 086. 64 
Income charges............-...-- Wistusdtio dw sendewens o¥dgsewaue | 653, 074. 43 

Net income before Federal income and excess profits taxes.........| 16, 264, O14. 4 | 10, 931, 012. 21 
Provision for Federal income and excess profits taxes ......-...-.---..- Poe 7, 270,000.00 | 3,940, 000. 00 

Net income for year transferred to surplus__........---.-----.-.--- 8, 994, O14 14 | 6, 991, 012. 21 
Earnings per share on common stock (based on new stock)-_--._-.._----- 3.321 2. 57 
Dividends paid per common share (based on new stock) -_.............-- 1. 50 | k, 064 


| 


Ss », 661 “867 | | ~ $2, 6! 56, 534 


i> 
? 
Number of shares of common stock outstanding (based on new stock) - --| 





The statement of 1949 income includes earnings from the properties of Stand- 
ard Wholesale Phosphate and Acid Works, Inc., and Southern Acid & Sulphur Co., 
Inc., Only from the date of acquisition of the properties on April 1, 1949. 


Statement of surplus 
Paid-in surplus: 
Belence £0. dan, 2. TOG. 8 ose ie el A tt _ $7, 829, 672. 50 
Add: 

Credit arising from the exchange of com- 

mon stock shares on the basis of 1 

share of no par value (old) for 2 shares 

of a par value $5 each (new) approved 

by the stoc kholders on July 25, 1950: 

Shares previously issued—1,343,297 no 
par shares at a recorded amount of__ $25, 183, 147. 00 

New shares issued upon exchange—2,- 
686,594 at a par value of $5 each____-_ 18, 432, 970. 00 





11, 750, 177. 00 
Credit arising from the conversion of common scrip cer- 


RMR es es oe I eS 450. 00 
Excess of market value over par value of 400 common stock 
shares issued under subscription rights______._______-___ 950. 00 
Pere EO: ee BN 19, 589, 249. 50 
Earned surplus: 
pa SES RS | Ca me en 16, 434, 966. 04 
Add: 


Book profit, less tax thereon, on 2,445 shares of treasury 

common stock (old) issued in exchange for minority in- 

terest in subsidiary subsequently dissolved___._________ 63, 397. OT 
Jom for gh oy 2”: SR ee A See 8, 994, 014, 14 


25, 492, 377. 25 


91423—51———-4 
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Statement of surplus—Continued 


Earned surplus—Continued 
Deduct: 
Write down of treasury common shares from 
carrying value to par value as of July 25, 


a a a $109, 059. 58 
Dividends declared : 

eee Leereee” 166, 439. 00 

ik ea eee. 3, 992, 407. 02 


4, 158, 846. 02 
——_—_—_—__——- $4, 267, 905. 60 


Pent in E TP ek hkcetietackce neuen EELS 21, 224, 471. 65 
NOTES TO FINANCIAL STATEMENTS 


1. To assure a supply of certain raw materials through June 30, 1957, the 
corporation has a commitment to pay $1,500,000 in installments of $300,000 each 
year from 1951 through 1954 and $150,000 in 1955 and 1956. 

2. The corporation has agreed to make annual prepayments on its notes pay- 
able of $1,000,000 on April 1 of each year, commencing in 1952 and continuing 
to and including 1968, the balance of $3,000,000 being payable in 1969. So long 
as the notes are outstanding, regular cash dividends may be paid on preferred 
stock; however, the aggregate amount of the cash dividends on preferred and 
common stocks shall not exceed net income subsequent to December 31, 1948, 
plus $3,000,000 and such dividends shall not be paid unless immediately there- 
after the net current assets are not less than $8,000,000. 

3. The corporation has a commitment to pay $2,000,000 on or before April 
1, 1951, to Mathieson Hydrocarbon Chemical Corp. for 200,000 shares of that 
corporation’s common stock. The corporation has other commitments, under 
contracts, to expend approximately $7,500,000 (a) for the construction of a 
chlorine-caustic plant at Saltville, Va., and its subsequent acquisition after 3 
years of operation and (0b) in connection with the construction of a chemical 
plant at Brandenburg, Ky., for Mathieson Hydrocarbon Chemical Corp. 


PEAT, MARWICK, MITCHELL & Co., 
New York, N. Y., January 18, 1951. 
To the Stockholders of Mathieson Chemical Corp.: 

We have examined the balance sheet of Mathieson Chemical Corp. as of Decem- 
ber 31, 1950, and the related statements of income and surplus for the calendar 
year 1950. Our examination was made in accordance with generally accepted 
auditing standards, and accordingly included such tests of the accounting rec- 
ords and such other auditing procedures as we considered necessary in the cir- 
cumstances. 

In our opinion, the accompanying balance sheet and related statements of 
income and surplus present fairly the financial position of Mathieson Chemical 
Corp. at December 31, 1950, and the results of its operations for the calendar 
year, in conformity with generally accepted accounting principles applied on a 
basis consistent with that of the preceding year. 

PEAT, MARWICK, MITCHELL & Co. 
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10-year review 
INCOME STATEMENT 












































| : Per share of common 
| Selling stock 
bs : Deprecia- : : 
Years ending | Net sales tion and | 24minis- | Federal | xt income! 
Dec. 31— depletion trative, taxes PB 
j advertising | Earnings | = 

| | ats € Pe orate 
wcities | 
| $15, 533, 667) $1, 800, 0: 26| $1, 596,821) $1,150,000) $1, 743, 628) $1. 90) $1.75 
1009... 2. casccannnl, Aye eel 1, 835, 666) 1, 589, 540 1, 450, 000 1, 206, 187) 1. 26) 1.1244 
1943_......-------| 18,206,004) 1,829,078) 1,567,449 1, 550, 000 1, 273, 162) 1. 34 1.00 
RETR S eerneee s 18, 379, 926; 1,831,214! 1,702,124 1,080,000} 1, 322, 883 1. 40) 1.00 
| See eee 19, 590, 256) 1, 830, 042 1, 886, 280 1, 100,000! 1, 148, 632 1.19 1.00 
1946.......-.-.---| 20,523,808) 1,604,787} 1,946,740 1, 220,000} 2,032, 603 2. 25) 1. 25 
1947 _- .-------| 24, 630, 056 2, 019, 273 2, 204, 310 1, 880, 000} 2, 930, 565 3. 34 1. 6244 
1908: ah See 2, 768, 480 2, 798, 100) - 2,795,000) 4, 822, 812 5. 61) 1.75 
ee | 54,073, 351 4, 030, 516 4, 088, 291) 3, 940, 000 6, 991, O12 5.14 2.1246 
Feiieuses sek ines | 75,775, 757 4, 827, 417 5, 341, 468) 7, 270, 000 8, 994, 014 13.32 11.50 

BALANCE SHEET 
si | ag ee | | ie CH Peed Ee 
Years ending} Current | Current | Working | Total | Plant and Total j|Long-term Decatinn 
Dec. 31— assets liabilities | capital | assets jequipment reserves jobligations} °U" 

ee $6, 469, 532) $1, 983, 183) +4, 486, 349 $45, 421, 352' $37, 142, 532 $19, 700, 460)... .------ $5, 589, 535 
| RRS 7, 825, 624| 2, 293, 009 , 532, 615) 47, 788, 297) 37, 915, 068) 21,631, 851)....----- | 5,697, 574 
| see 9, 788,965) 2,581,764) 7, "207, 201| 49, 982, 472} 38, 195, 040) 23, 262, 972|......-----| 5,976, 127 
eee 11, 620, 101) 2, 432, 334; 9, 187, 767| 51, 919, 100) 38, 718, 905) 24, 997, 088) .......---- | 6,304, 400 
1945........-| 12, 636, 780) 2, 307,378) 10,329, 402) 53, 794, 001) 39, 681, 535 26, 800, 224|...-..---.-] 6,458, 421 
Wap cscadces 10, 065, 767} 2,342,800) 7,722,967! 56, 037, 511! 42, 862, 22: 2, 313}... | 7, 289, 372 
| ee 9, 381,344) 3, 444, 453} 5, 9 36, 891) 65, 6: 5, 001) 51,393, 885) : 760; $5, 500, 000) 8, 707, 679 
er 11,119,145} 5,846,890) 5, 272, 255) 79, 668,325) 67, 168 23! 11, 599, 600! 11, 914, 125 
SA 24, 432,652) 7,882,296) 16, 550, 356/1 ” 629, 430) 97,361, 45 20, 000, 000) 24, 264, 639 
TRO neni s 29, 493, 660) 12) 013, 845) 17, 47 9, 815) 137, 382, pase! pccceacas 20, 000, 000; 46, 813, 721 





1 After sien effect to 2-for-1 split of the common stock. 


Mr. Smart. May I suggest, Mr. Courtney, that I believe at this 
point we should go back to the actual bid proposition. One of the 
criticisms, and one of the serious criticisms leveled at this matter is 
that after the first advertising that only Allied had been ruled out be- 
cause of antitrust provisions. 

Mr. Avexanper. They were ruled out after the second. 

Mr. Smart. After the second, or whenever it was. You come down 
to the present occasion which leads to this hearing, at which time 
United had submitted a bid. Now, you first have to justify in our esti- 
mation only the ones, apparently, who did submit a bid on the second 
go-around. At least Mathieson was not among those who did bid on 
the second go-around, as I understand it. Why did you disregard the 
bid of United and then enter into negotiations with Mathieson? I 
think you should justify that point fully, and then it is a matter of the 
comparative bids of United and Mathieson. 

Mr. Courtney. Mr. Secretary, may I offer this at this time, and you 
have an opportunity of reflecting on your answers. The complaint 
on the subject that Mr. Smart has just spoken about is summarized 
in the letter about that way: That at the time of the second go-around, 
as you have described, with the elimination of Allied Chemical, as an 
unqualified bidder, U nited’s s position seems to be that it, at that time, 
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was the only valid bidder and that you went out and got a bidder, or 
the Army did. Let me read it to you: 

Nevertheless, and in spite of the.fact, that the United Distillers of America, 
Inc., was the only remaining bidder for the Morgantown Ordnance Works after 
the Solvay Process Division of Allied Chemical & Dye Corp. had, in fact, been 
eliminated by the United States Department of Justice—the Under Secretary 
of the Army advised an official of United Distillers of America, Inc., that it had 
been decided that the Morgantown Ordnance Works would be awarded to the 
Mathieson Chemical Corp., which did not even have a formal proposal on file and 
which did not even file a certified check required of all bidders, and that a lease 
would be negotiated with the Mathieson Chemical Corp. in due course. 

We strongly feel that the entire history of the bidding on the Morgantown 
Ordnance Works and the attitude and procedure of the Army officials involved 
in this matter, reflect extreme favoritism of an unsavory nature; and the final 
action of the Under Secretary of the Army is unfair and discriminatory to 
the United Distillers of America, Inc., in the extremest manner possible. Futher- 
more, we believe that the decision to negotiate a lease with the Mathieson Chem- 
ical Corp., in the face of a firm and valid proposal that would have returned 
very substantial annual rentals to the United States Government over a 15-year 
period, will prove both unsound and unwise from a standpoint of publie policy 
and public revenues. 

They say: 

Denying the lease to United Distillers of America, Inc., which was, in fact, 
the only valid and acceptable bidder for the Morgantown Ordnance Works, pre- 
vented the entrance of new and aggressive competition desperately needed in 
the important field of producing and marketing ammonia in the United States. 
Such action by Army officials is in direct violation of public policy and stated 
administration policy. 

So, let us discuss now the claim of United that at this point you were 
obligated to a single bidder. 

Mr. ALexanper. Our concept of our commitments to a tenant for 
this plant was not that it was a matter of advertising and taking 
sealed bids on it as one would on boots where there was only one thing 
to be decided, as between the different bidders, namely, which fellow 
bid the lowest, as in the case of boots and shoes, but this was a much 
more difficult and complicated matter, and this first go-around proved 
it to us when the different offers made were extremely difficult to com- 
pare one with the other because there w ere so many factors that had 
to be compared. 

Therefore, on the second go-around, if you will permit me to call 
it that, the intention was to obtain proposals to be the basis for nego- 
tiation. There was not the intention to obtain a hard and fast bid, 
which was the end of the matter, take it or leave it. 

When Allied was ruled out for antitrust connection, the question 
we had to decide was whether the proposal made by United was quali- 
fied by the facts we obtained from them regarding their own position, 
and whether it was sufficiently good to warrant our leasing this impor- 
tant facility to them. 

My advisers, both on the financial side of it and on the technical 
side of it, said that they felt there was grave doubt as to whether this 
company was qualified. Therefore, I felt it my duty to explore 
whether there were any other people who were qualified to operate 
that plant that would be interested. I, therefore, not only got in 
touch with Mathieson which had submitted a letter indicating an 
interest in the negotiation in case any other satisfactory proposals 
were obtained, but I also communicated with Spencer Chemical Co., 
and we set forth our facts, and with United and with Hayden Chemi- 


cal Co. 
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Mr. Courtney. And neither of those companies manifested any in- 
terest in pursuing negotiations? 

Mr. ALexanper. At that point, no. Hayden had previously on the 
first go-around given a slight murmur of interest, but nothing ever 


came of it, and finally on the second go-around, if I may go off the 


record a moment. 

(Discussion off the record.) 

Mr. AtexanvDerR. Now, back on the record. 

Mathieson having sent us this letter indicating a possible interest, 
I felt it my duty at this time to explore whether or not there seemed 
to be a possibility that they might make a proposal that would be ade- 
quate, as they were known to us as a competent firm. 

I telephoned the executive vice president of Mathieson and he said 
it was possible that they might be interested, and consequently he 
and some of his people came down. I had one meeting with them, 
from which it developed that there was enough possibility of an agree- 
ment on the basis of the high standards that we set for the lease of 
this property so as to warrant my advising both Allied and United 
that their proposals were not being accepted, but that we were going 
to, in a word, as stated in this letter, to negotiate with Mathieson, it 
being perfectly clear that if we could not come to satisfacory terms 
with Mathieson there was no thought of awarding the lease to them. 
The negotiations were pursued by others, not by me, and the conclu- 
sion was to offer a lease to Mathieson which seemed to my technical 
and financial advisers and to me to be sufficiently good by comparison 
with even the bid of Allied, to warrant the lease. 

Furthermore, there were objections on the financial and technical 
basis which were held to exist with respect to United, and I make this 
further statement for the record with respect to United: It might 
well be that they could do this, that they could swing this. It may well 
be that they are going to grow to be another one of the giants in this 
industry, but the question that I had to decide as a Government official 
was, could we afford to take the risk. I think that anybody would feel 
that there was somewhat greater risk involved in leasing to United 
than there was to Mathieson, with United a new company, and Mathie- 
son already in the business, and that was the reason in the face of the 
advice I received on financial and technical grounds I did not feel 
warranted in it, acting on behalf of the taxpayers. 

Mr. Courrnry. Then, Mr. Secretary, to get back to this complaint, 
the sum of it seems to be that in some way you were obligated to con- 
sider United, and United only at the conclusion of the proposals that 
were made on the second invitation, because only Allied was elimi- 
nated by the Department of Justice, and, therefore, was not a bidder 
at all, because of the fact, as you stated that Mathieson did not submit 
a formal. proposal, but had merely manifested an interest and re- 
ferred to their previous proposal. 

Now, is there anything in the regulations of the Department which 
would require you to be bound at that point exclusively to the sole 
remaining bidder? 

Mr. Atexanper. I did not feel we were so bound. 

Mr. Courtney. That, of course, means United. In other words, 
under the regulations and under your duty as an administrator of 
public property you were required to obtain the best and most satis- 
factory deal or offer which the Government could get, considering its 
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requirements for maintaining this plant in safe operating condition 
and the financial obligations “that would be incurred by the operator 
plus the rental which ‘the Government ought to receive for the use of 
the property ? 

Mr. ALexanper. That is right. 

Mr. Courrney. And in doing that you searched the field just as you 
have described here, of people who were in the industry or in related 
industries ¢ 

Mr. Avexanper. In the industry—I think that point should be 
made, in the ammonia industry. 

Mr. Courtney. Well, let us leave it that way. You finally got down 
to three at the last time before your final decision was made, and two 
of them eliminated themselves from the field, and there was your 
negotiation further with Mathieson. Now, has United undertaken to 
increase its offer or improved its financial ability by any assistance 
from any financial source, or has it improved its representations to you 
on the ability of its technical staff to carry on an operation of this 
kind, so that there is any improvement in its comparative position 
between the time this decision was made and the present time ? 

Mr. Avexanper. Mr. Courtney, we have already described the de- 
velopment whereby, in addition to Dr. Brown, when they found our 
questions regarding the technical capabilities, they assured us that 
ore could get Mr. Van Ness and that they could hire as consultants 

the Ebasco firm. : 

Mr. Courtney. That was represented to you at the time you con. 
sidered the differences between Mathieson and United ¢ 

Mr. AtexAnper. That is right. 

Mr. Courtney. But the real question is that there is a month inter- 
vening between that time and the present time. In the meantime, 
have any new factors come before you for consideration or determina- 
tion on the part of United ? 

Mr. ALtexAnprr. No, sir. 

Mr. Smart. How important is it from the standpoint of time that 
this plant be put into production? What does it mean to the national 
defense ? 

Mr. AuexaNnper. From the point of view of national defense alone 
we would not expect to use the output of this plant for explosives 
unless the tempo of war should considerably increase. That is because 
we obtain our present raw materials elsewhere. Should the undesir- 
able event occur, of an acceleration in the tempo of war, so that we were 
obliged to use the output of this plant to make necessary explosives, 
the question would be whether the plant was then in operation or not. 

Mr. Smarr. Let me ask you this, How long, in your best judgment, 
would it require to perform the rehabilitation that will be necessary at 
the’plant and to put the plant into production ¢ 

Mr. ALEXANDER. Sir, from the time when we have come to an agree- 
ment with the operator and he gets the green light to go in, it might 

take up to 6 months, in my judgment, before the ‘plant were operating 
satisfactorily. 

Mr. Smart. In your best judgment, could Mathieson accomplish 
that more expeditiously than could United ? 

Mr. ALtexanper. There is no question about that, in my. judgment. 

Mr. Smart. Then the importance to national defense is high, but the 
product is not now needed in the defense effort. It is a mobilization 
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facility which would become of the highest importance to national 
defense in the event of that mobilization , 

Mr. ALExaNvDER. It would become of indispensable importanc e, Mr. 
Smart. Although this is not on the subject of national defense, I feel 
it might be appropriate for me to say here that we have been under 
great pressure from the Department of Agriculture to get on with 
the business to get this plant into operation by a satisfactory operator 
because there is a shortage of commercial fertilizer now, and we have 
been under pressure from Senator Ellender and others in that same 
direction, and we feel an additional obligation, not toward defense, 
but toward the country, to facilitate that as far as we can. 

Mr. Smarr. Therefore, regardless of whether you talk about the 
defense effort, the defense need, or the domestic need, there is an equal 
demand and need for it in either event, and, therefore, it is highly im- 
portant that a competent tenant be found to get in there and go to 
work. 

Mr. Atexanver. That is right. 

Dr. Benats. If I may be pe rmitted to add: The Department of Agri- 
culture has expressed great distress at every carload of ammonia that 
we are pulling out of the fertilizer program for the use of munitions. 
We are now using ammonia for the use of munitions, but we are tak- 
ing it away from ‘what otherwise would go into the fertilizer industry. 
The Department of Agriculture has been greatly distressed. 

Mr. Smarr. At least to that extent there is an immediate defense 
need. 

Dr. Benats. That is right. 

Mr. Smarr. While it is limited it is an immediate need ? 

Dr. Brnats. Yes, sir. 

Mr. Courtney. Off the record. 

(Discussion off the record.) 

Mr. Courrney. We have a suggestion here, Mr. Secretary. Neither 
the Department of the Army nor you have received this document 
which was presented to the committee yesterday by United Distillers, 
which is entitled “Evaluation of Bids.” There is some representation 
on the financial arrangements contained in it. I think the committee 
would like to have the benefit of your observations with relation to 
particularly these financial arrangements at your convenience, if you 
could put it in the record, so that we will have before us not only these 
representations but the representations of the others. 

Mr. Smarr. Mr. Courtney, may I suggest at that point that this 
document styled “Evaluation of Bids” be inserted into the record and 
that when the transcript of the testimony is furnished to the secretary 
for editing purposes that he supply his response to it. 

Mr. Courrnry. That is right. 

Mr. Smarr. And then it will all be a matter of record. 

(The document referred to is as follows:) 


UnIrep ExuHtsit No. 2 


EVALUATION OF Brips—UNITED DISTILLERS OF AMERICA, INC., VERSUS ALLIED CHEMI- 
cAL & Dye Corp., MORGANTOWN ORDNANCE WorKs, MorGANTOWN, W. Va. 


DESCRIPTION AND HISTORY OF THE PLANT 


The Morgantown Ordnance Works is the largest of the several ammonia plants 
built under the Army Ordnance nitrogen expansion program during the last 
war. It was designed, constructed, and operated during the war years by du 
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Pont. It is a very high pressure ammonia plant, operating at pressures of 1,000 
atmospheres—five times the normal operating pressure of standard low-pres- 
sure ammonia plants. Until recently the Morgantown Ordnance Works was 
the largest plant in the United States for the production of synthetic ammonia 
and methanol, with an annual capacity of between 225,000 and 250,000 tons, 
representing more than 10 percent of the national capacity to produce syntheti: 
nitrogen. Recent and current expansion of the Allied Chemical & Dye Corp.'s 
plants at Hopewell, Va., and Southpoint, Ohio, will, however, make both of 
these plants larger than Morgantown. 

The Morgantown Ordnance Works was shut down following the end of the 
war, but production was resumed shortly thereafter, under the Army’s program 
for supplying anhydrous ammonia for fertilizer in the occupied areas of Ger- 
many and Japan. During this program, which terminated last year, the plant 
was operated by the Heyden Chemical Corp., under the supervision of Dr. Charles 
QO. Brown. 

The plant was shut down when this program terminated and has been in 
stand-by condition since. 


HISTORY OF THE BIDDING FOR THIS PLANT 


Following the termination of Heyden’s management contract to produce 
ammonia for overseas areas, the Corps of Engineers offered the plant for lease, 
early in 1950. There were no bids. 

The Corps of Engineers again offered the plant for lease this spring. There 
were three serious bids for the plant when the bids were opened in June—from 
United Distillers of America, Inec., Mathieson Chemical Corp., and Allied Chemi- 
‘al & Dye Corp. United’s bid was the best—15 years at an annual minimum of 
$400,000 per year, and a basic rental of $12 per ton for ammonia, plus rental pay- 
ments on methanol, coke, and light oils. Mathieson’s and Allied’s bids were for 
5 and 2 years respectively, with higher minimum rentals but lower average rates 
per ton produced. United’s offer would have yielded the largest revenues, at 
operating levels to be expected. 

However, all three bids were rejected, on the grounds that the Defense De- 
partment had decided to convert the plant to natural gas as a raw material, 
instead of coke. It was believed that this would render the plant more attrac- 
tive, not only to the three bidders who who had shown serious interest in the 
plant, but also to others who had been presumably deterred by the fact that, 
on coke, the plant would definitely be a high-cost operation. 

Nevertheless, only two bids were presented in July, under the new terms— 
United Distillers, and Allied Chemical & Dye Corp. Allied increased its rental 
rates to match United’s previous offer, increased its annual minimum from 
$1,000,000 to $1,250,000 and agreed to the stipulation that the minimum period 
of the lease should be 5 years. (It is interesting to note that Allied’s guaranteed 
minimum was increased from $2,000,000 under the first bid—2 years at $1,000,000 
annually—to $6,250,000—5 years at $1,250,000 annually—which was just sufli- 
cient to exceed United’s guaranteed minimum of $6,000,000—15 years at $400,000 
annually.) United offered the same rental rates, and the same terms—15 years— 
as before, but increased its guaranteed minimum to $500,000 annually. Both 
bidders agreed to absorb all costs of rehabilitation—estimated at $600,000 to 
$1,000,000—and annual maintenance charges of between $400,000 and $500,000; 
but in United’s case this commitment was, of course, for 15 years rather than 
5, as for Allied. 

In money terms, United’s bid is better for the Government, under all prac- 
tically conceivable production patterns. The only cases in which Allied’s 
proposal would return larger revenues than United’s, are (a) if the Morgantéwn 
plant operated at less than 40 percent of capacity, or (0) if it operated to pro- 
duce methanol predominantly instead of ammonia. 

The former situation—production at less than 40 percent of capacity—is 
inconceivable, as a practical business proposition, since operating the Morgan- 
town plant at such a low level, would result in costs of production above thie 
break-even point, in view of the very substantial initial costs of rehabilitating 
the plant, and the heavy annual maintenance charges, both of which must be 
borne by the lessee. 

The latter situation—concentration on methanol production instead of am- 
monia—is also hardly likely, in view of the prospective demand for ammonia 
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from the Morgantown plant. There is at present an unfilled demand in the 
United States for something of the magnitude of 150,000 to 200,000 tons annually, 
and the market for ammonia is expected to grow over the next several years 
faster than new facilities can be put into operation. On the other hand, the 
total market for methanol! runs between 125,000,000 and 150,000,000 gallons a year, 
and it is presently being supplied by plants whose costs of production are 
considerably under that of Morgantown, on methanol. Morgantown could pro- 
duce more than 50,000,000 gallons of methanol a year, but it is doubtful if 
there is a market for more than a few million galluns annually. Production at 
any greater rate would undoubtedly result in a precipitate drop in methanol 
prices—which would certainly discourage methanol production at Morgantown, 
since it is already probably the highest cost methanol plant in the country. 

The most likely prospect is that Morgantown would be operated at close to 
capacity levels on ammonia for at least several years to come, since there appears 
to be a ready market for ammonia at profitable prices, which does not appear 
to be true in the case of methanol. Under the circumstances, which are to be 
expected, United’s proposal would be substantially better for the Government 
than Allied’s. 

Allied has set forth in its proposal that it intends to produce at the rate of 
144,000 tons of ammonia per year and 60,000 tons of methanol per year, after 
rehabilitation, estimated to take 4 months, for a total of 204,000 tons annually. 
Production at this rate would return the Government $2,448,000 annually, under 
Allied’s proposed rent schedule, and $2,628,000 under United’s. 

In addition, United would be committed to maintain the plant for 10 years 
longer than Allied, which represents an additional $3,500,000 to $5,000,000 in 
savings to the Government—the cost of putting the ptant in stand-by condition, 
estimated at $1,000,000, plus a minimum $350,000 per year for maintenance costs 
in stand-by. Adding this figure to United’s minimum guaranty for the first 5 
years of its 15-year proposal—$2,500,000—would bring United’s minimum com- 
mitment to the Government for this period well up with Allied’s 5-year proposal, 
so that even if minimums are considered, United’s proposal would be more favor- 
able to the Government. 


IMPORTANCE OF THE MORGANTOWN PLANT; AND OUTLOOK 


Although ownership of the Morgantown Ordnance Works is vested in the 
Defense Department, and it is in the Department’s reserve of essential plants, 
there is only a limited prospect that all or any substantial part of Morgantown’s 
productive capacity would be required for the explosives program, even in the 
event of all-out war. It is most unlikely that the ordnance progam would require 
as much ammonia as Morgantown could produce; and even if it did, the plants 
for the processing of ammonia into explosives are so located that, from a trans- 
portation and cost standpoint, the Army would undoubtedly draw its ammonia 
requirements not only from Morgantown but from several of the other privately- 
owned ammonia plants throughout the country. Out of annual production of 
approximately 2,000,000 tons of synthetic nitrogen which can be expected during 
the next several years, the Ordnance Department would require something of 
the magnitude of 100,000 tons annually, or approximately 5 percent. 

Like the rest of the ammonia industry today, the Morgantown Ordnance Works 
would undoubtedly produce primarily anhydrous ammonia for fertilizer, as far 
ahead as can be seen; and only limited quantities for ordnance requirements. 

Demand for anhydrous ammonia for agricultural fertilizer has increased 
steadily during the past several vears, and shows signs of continuing to increase 
at a substantial rate in the future. This is due primarily to three reasons: 
(1) our growing population and higher standard of living—plus export needs— 
are foreing constantly increasing agricultural production, while (2) our agricul- 
ture soils are being steadily depleted, which must be restored, on an increasing 
basis, by synthetic fertilizers, and (3) because it is a good business for farmers 
to use synthetic fertilizers, since increased yields much more than compensate for 
the increased costs of fertilization. 

The Morgantown Ordnance Works, at least for the next several years would 
probably produce anhydrous ammonia to the extent of 90 percent of its capacity, 
most of which would go into agricultural fertilizer, although limited quantities 
might be used by the Ordnance Department for explosive production and some 
might be sold for chemical uses. To the extent of 10 percent, or less, of its 
capacity there might be a market for synthetic methanol from this plant. 
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THE PUBLIC INTEREST IN THIS PLANT 


The ammonia business—the synthetic nitrogen industry—was almost entirely 
controlled prio to the last war by the Allied Chemical & Dye Corp. and the du 
Pont Co. Allied controlled 51 percent of the capacity to produce synthetic 
nitrogen in 1940 and du Pont controlled most of the balance. There were only a 
few small producers in the field, principally large chemical companies with 
internal requirements for ammonia or methanol. 

As a result of the Department of Justice’s antitrust program in this field, 
which took the form of a virtual prohibition on the sale or leasing of any 
Ordnance Department ammonia plants to either du Pont or Allied postwar, 
several new producers have entered the synthetic nitrogen field by buying 
ordnance ammonia plants when they were declared surplus after the war. 
Allied, however did manage to buy one of the two ammonia plants it operated 
for the Ordnance Department during the war—a large and very efficient plant 
designed and built by Allied at Southpoint, Ohio; but it is understood that the 
Department of Justice aeceded to this sale only after eliciting assurances froin 
Allied that it would have no further interest in war-built ammonia plants. 

As a result of this policy, Allied’s control of the synthetic nitrogen business 
was reduced to approximately one-third of the national capacity to produce, 
during the immediate postwar period. However, Allied now has under way an 
expansion program in its own plants (under tax amortization certificates) which 
will increase its capacity in the magnitude of 20 to 25 percent. If Allied is 
permitted to operate the Morgantown plant, then its aggregate capacity, includ- 
ing its present expansion program, would rise to approximately 45 percent of the 
national capacity to produce—which is getting close to its prewar figure of 51 
percent. Moreover, since ammonia capacity has been nearly tripled since 
1940, 45 percent of today’s capacity represents between two and one-half to three 
times as much total production as Allied accounted for in the prewar years. Of 
even more significance, with Morgantown, Allied would control 80 percent of the 
synthetic nitrogen capacity in the vital northeastern industrial area, where much 
of our heavy industry is concentrated. 

The publie interest is to encourage competition and new enterprise in this 
field. There is a genuine need for maximum possible production of anhydrous 
ammonia for fertilizer, in order to insure production of the tremendous and 
increasing quantities of foodstuffs necessary to maintain our expanding popu- 
lation—from an agricultural area that is virtually not expansible, and which, 
in fact, is steadily deteriorating except for the use of chemical fertilizers. The 
classical monopolist is never as interested in expanding production as in main- 
taining profitable production at top prices—and Allied looks like a classical 
monopolist in this situation. Certainly it is dubious that Allied would force 
production out of a leased plant, belonging to the Defense Department to the 
point where it would jeopardize the ammonia price structure. 

A new and vigorous enterpriser, like United Distillers, would have no choice 
but to produce the maximum quantity of ammonia, even though it were neces- 
sary to reduce prices somewhat to secure a market—in order to insure successful 
operation of the plant. A one-plant producer generally finds it most profitable to 
operate his plant at its capacity, even at reduced prices; whereas a multiple- 
plant operator maximizes his profits by curtailing production in his high-cost 
plants, in order to maintain profits in his low-cost plants. 

Moreover, a multiple-plant operator with 45 percent of the national capacity 
could control prices to his satisfaction by curtailing production in all his plants 
to the same extent, without appearing to discriminate against the Government- 
owned plant. Allied’s aggregate productive capacity is so great, relative to the 
total market, that a small percentage reduction in production by Allied, even 
if spread evenly over all its plants, would have considerable effect on demand 
and prices. 

LOCAL INTEREST 


The Morgantown Ordnance Works is a very important factor in the economy 
of Morgantown, W. Va., and the surrounding area, and in fact, of considerable 
economic importance to the State of West Virginia and the western Pennsylvania- 
southeastern Ohio area. Morgantown represents a substantial source of em- 
ployment, taxes, and utilization of local raw materials, principally coal. 

The past history of Morgantown has been unsatisfactory from the standpoint 
of the local community and the State. It operated continuously throughout the 
war, was shut down thereafter, was reopened for a short period, and has been 
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shut down since. Each “up” and “down” has resulted in hardship and dislocation 
for the community and State. It is in the local interest that the plant be operated 
on a long-term basis by an operator who is interested in building and expanding 
a basic chemical business around the Morgantown Ordnance Works. 

United Distillers is so interested. They are willing to commit themselves 
to a 15-year contract, and plan to develop not only the ammonia business, but 
other chemical businesses based on ammonia and other products that can be 
produced at this plant. Allied, on the other hand, is probably only interested 
in the Morgantown Ordnance Works for the relatively short period during which 
their own plants are undergoing conversion and expansion; and it is extremely 
unlikely that they would continue operation of the plant past the 5-year term 
of their proposal. 

It should be noted, further, that even though the Defense Department has 
decided to install facilities which would permit the operation of the Morgantown 
Ordnance Works on natural gas rather than coke from coal, United Distillers 
proposes to continue operating the coke facilities at full capacity for the entire 
15-year period of their proposed lease—so that the consumption of coal at this 
plant would continue at full capacity, regardless of conversion to natural gas. 
United Distillers would expect to market the coke and byproducts of the coal 
operation to iron and steel companies and others. 


TECHNICAL COMPETENCE 


The President of United’s ammonia subsidiary is Dr. Charles O. Brown, known 
throughout the chemical industry as probably the outstanding authority on 
nitrogen fixation and plant operation. Dr. Brown has had extensive and detailed 
experience with the Morgantown plant, baving supervised its rehabilitation 
and operation in the recent past for the Heyden Chemical Corp. In that capacity 
he recruited and trained a highly competent staff, took the plant out of stand-by 
and put it in good operating condition and supervised its successful operation 
for Heyden. He is one of the few top men, perhaps the only one outside the 
du Pont organization (which designed and built Morgantown plant for the 
Government) fully familiar with the very high-pressure type of operation at 
Morgantown. He is certainly competent to rehabilitate and operate the plant 
a second time. 

Allied, on the other hand, has had no experience in operating a high-pressure 
plant like the Morgantown plant. Allied’s experience has been exclusively with 
low-pressure plants. 

Mr. Courtney. You have a copy? 

Mr. Atexanper. I have a copy. May I ask: This refers to United 
and Allied, and to that extent is academic. I shall be glad to give our 
comparison if you desire. 

Mr. Courrnry. That is correct. Some of this is based on the fact 
that Allied is still a competitor. Of course, that factor is eliminated. 

Mr. Cary. Would you like to have an evaluation of the Mathieson 
bid with the United bid? 

Mr. Courtney. That is correct. 

Mr. Smart. That is correct. 

Mr. Cary. Even though this is not directed to that point? 

Mr. Courtney. That is correct. It appears to be largely referring 
to the position of Allied, which, as the Secretary points out, is an 
academic question now. 

Mr. Booher is here from the Sharon Steel Corp., the present opera- 
tors of the coke oven. 

Mr. ALteExanper. Might I add one word, which I think should be in 
the record, Mr. Courtney ? 

When it became apparent we could probably negotiate a lease satis- 
factory to the Government with Mathieson we then wrote to the De- 
partment of Justice to inquire whether a lease to Mathieson would or 
would not violate the antitrust laws, and we received a written reply 
stating that a lease to Mathieson would not violate the antitrust laws. 
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I am not sure whether the point may be made at a subsequent time 
before you as to whether or not United is a small business in the usual 
sense of the word as used in Government circles. Of course, I must 
point out that it is not small business. It is smaller than Mathieson ; 
and Mathieson in turn than Allied; but from the standpoint of the 
Army once it is not small business, once it is not so large as to violate 
the antitrust laws in the opinion of the Department of Justice, there 
is a relatively competitive quality from our point of view in that 
regard. 

Mr. Courrney. But it is at least a different business from United. 

Mr. ALEXANDER. Yes; it is. 

Mr. Courtney. In the leasing of this plant. 

Mr. Avexanper. Thank you very much. 

Mr. Courrnry. Thank you very much, Mr. Secretary. Now, Mr. 
Booher, you are here. I have the telegram here from the preside 
of your company, which places the blessing on you. 

Mr. Boonrr. Thank you. I hope the record will show that, so that 
I can pass it back to the president of the company. 

Mr. Courtney. I will insert it. 

Mr. Smarr. Let it be included in the record at this point. 

(The telegram is as follows:) 

SHARON, Pa., October 19, 1951. 
JOHN J. COURTNEY, 
Special Counsel, Armed Services Committee, 
House Office Building: 

In the absence of Henry Roener may we suggest that Mr. Howard Booher 1b. 
accepted as the accredited representative of this company with full authority to 
speak at the meeting in room 313, House Office Building, on Saturday morning 
October 20, at 10 a. m. 

HENRY Roenes, Jr., President. 

Mr. Booner. In the absence of any known know-how on the pai’ 
of either Mathieson or United to operate coke ovens, Sharon Stee! 
Corp. would like to suggest to the committee—it has already sug 
gested the same thing to the Army—that a separate lease be neg: 
tiated with us for the operation of the ovens. 

We have operated the coke plant at Morgantown Ordnance Work 
for the last 514 years. The coke ovens were closed down precipitousl) 
following the end of World War II, and the ovens themselves were 
damaged very badly. 

Six years ago when the Government advertised the Morgantow: 
property for lease several prospective lessees felt that nothing could 
be done with the coke ovens; that they were ruined beyond repair: 
and they were not interested in negotiating with the Government 
for a lease. We examined the property and felt that it was worth « 
reasonable risk for us to take in trying to rehabilitate the coke plant. 

We negotiated a lease with the Government for 5 years, in which 
we agr eed to spend our own money to rehabilitate the plant and to 
operate the same on a rental basis with the Government. We went into 
the property and spent in excess of $500,000 of our own money, added 
approximately $350,000 of equipment for the operation of the coke 
plant which was not there, and but for the money we spent in the re- 
habilitation of the ovens there would be no problem now, gentlemen 
about the Morgantown coke plant, unless it were converted to th 
use of some other fuel. 








cS 
+ 
i 
4 
ip 
a % 
© 
g 
$ 
ca 
4 
¢ 
% 
a 


ani 


“Oak a 


1S ABER OO BE 


PROPOSED LEASE OF MORGANTOWN ORDNANCE WORKS 57 


Because of the rehabilitation of the coke ovens their operation is 
rather a temperamental business. We have learned a great deal about 
the ovens in the past 6 years. 

I should say that that lease expired on June 30, 1951, but at the 
request of the Government we have continued to operate the ovens 
until a decision is made on what to do with the entire plant. That 
we are very glad to do, because we feel that those ovens must never 
be closed down again, because if they are they will never be operated 
again. ‘They must be kept hot. 

We submitted a bid for the operation of the coke ovens for 10 years 
on both go-rounds. Both bids were rejected. 

We have expressed a willingness at all times to supply all the coke 
necessary for the operation of the chemical plant if the Government 
should find a lessee to operate the plant. We have the skill and the 
know-how for the operation of these rather temperamental ovens. 

Furthermore, one of the real problems in connection with the oper- 
ation of the entire Morgantown plant, which uses coke, is the supply 
of coal. There is no suitable metallurgical coal in that district except 
coal that Sharon Steel Corp. owns, which will be available for the 
operation of the Morgantown coke plant for the 5 years of the lease 
being considered for either Mathieson or United. 

On the basis of our surveys we feel that there is only about two- 
thirds of the amount of coal needed for a 2-year period to operate the 
coke ovens. After that, coal will have to be brought from a consid- 
erable distance, which will make an uneconomical operation of the 
coke plant. 

If the Morgantown Ordnance Works is converted to the use of gas 
it means that all the coke from the coke plant will have to be sold on 
the market. If coal at high cost has to be brought into Morgantown 
there will not be a market at a profit for the operator of the coke 
property. The ultimate result of that will be that the lessee will come 
to the Government and say, “We cannot swing this, gentlemen; we 
will have to be relieved.” Then the coke ovens will have to be shut 
down, 

I would like to say that we would not have the coal if it had not been 
that the Government took the coke away from us right after we got 
the plant rehabilitated and turned it over to Heyden to make com- 
mercial fertilizer, which forced us to buy a byproduct plant at Fair- 
mont, W. Va., and we had to buy the coal to sepport that operation. 

We now are currently producing 36,000 tons of coke a month in the 
coke plant. 

On the basis of our bid for a lease we propose to pay the Government 
$540,000 a year rent, or $1.25 a ton for all coke produced. We have 
enough coal for the operation of those coke ovens for 50 years. We 
operate the ovens in connection with our operation of the Fairmont 
property. Both operations are of vital importance in the production 
of steel, which, of course, is a critical national defense item. 

There is enough surplus coke the way we are operating the coke 
ovens at Morgantown to justify giving a separate lease to Sharon 
Steel Corp. on the coke ovens themselves. Due to the shortage of 
suitable metallurgical coal in the area and due to the fact that we 
have all the coal that would be required in the operation of the ovens, 
that we are willing to pay a substantial rent, and that we know how 
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to operate these particular ovens, and that we are agreeable to furnish- 
ing coke for the operation of the chemical plant at an agreeable price 
so that we may get the surplus for use in the production of steel, we 
would like to suggest that the separate lease be negotiated with us sub- 
ject to all the conditons that I have ex pressed, and that that separate 
lease to us will assure the continuous operation of the coke plant with 
a steady production of West Virginia coal, which I think the West 
Virginia delegation is interested in, regardless of what develops in the 
operation of the chemical plant. 

Mr. Smart. The pans you point out, has rejected your bid on two 
occasions for a separate lease for the coal plant. Let us proceed to the 
next step. Let us assume that the lease is negotiated with Mathieson, 
purely for the sake of argument here. 

Mr. Boourr. Yes, sir. 

Mr. Smart. And without any prejudice whatsoever to the Army's 
future negotiations. Do you have any information to lead you to 
believe that Mathieson is unfriendly to you? 

Mr. Booner. No. 

Mr. Smart. That he perhaps would not negotiate with you ? 

Mr. Booner. Not at all. Please understand that Sharon Steel Corp. 
appearing here is not entering into a dispute between United and 
Mathieson. We are not taking any position at all. It is immaterial 
to us who operates the Morgantown Chemical Works. We think it 
ought to be operated. We think it is good to place it in operation. 

We stand ready and willing to furnish coke to an ybody. What we 
are concerned about is that Mathieson or United or somebody else 
taking a lease on the entire property will not have the know-how and 
will not have the coal, and that those coke ovens will go out of existence 
after 2 years or so and will be lost to the economic life of this country. 

Mr. Smart. Would not the same result be accomplished if your com- 
pany did get the lease from Mathieson or whoever is the successful 
bidder? 

Mr. Boouer. Yes, sir. 

Mr. Smarr. The same result will be accomplished. Of course, | 
can see the position, perhaps, of a corporation who might becom: 
the successful tenant in these negotiations, wishing to have the juris- 
diction over the entire operation for which it was responsible. It 
is conceded that they do not have the know-how to run the coke oven. 
so it is perfectly obvious that they are going to have to get someon: 
who does know how. I think it is quite obvious that your compan) 
certainly does know how. You are there now. 

Mr. Boonrer. We would have no concern, Congressman, if we fell 
any assurance that we were to be approached by anybody who get: 
this property to operate the coke ovens. We are merely calling the 
attention of the committee to the fact that we are equipped both b) 
coal and experience, and we are on the ground, and we are anxious 
to do it. If the occasion should arise we would like to be consulted. 
We do not want to see the coke ovens turned over to somebody wh 
does not know how to operate them and who cannot get the coal ior 
the operation. 

Mr. Smarr. I would certainly hesitate to say that the Mathieson 
Co., which is a substantial organization and is going to have a sub 
stantial responsibility in this matter both to the domestic supply 
of fertilizer and for ammonia in the case of war—repeating, I would 
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hesitate to think they would get anyone of incompetence to operate 
their coke plant, which is absolutely essential in the production of 


e 
e ammonia. 
. * What is your position on this, Mr. Secretary ? 
e | Mr. Avexanper. Mr. Smart, you have stated very well our principal 
1 feeling on this. We have, of course, given every consideration to 
t the fact that Sharon is operating, and I imagine operates very well, 
2 ' and I trust profitably, these premises at this time. 

I want to express appreciation of the fact that Sharon has con- 
9) ' sented to continue this month-by-month operation, thus avoiding 
' the danger that they and we both fear; namely, that the plant go 


out of operation. 

The fact is that before Sharon came in du Pont, which is not norm- 
ally, | imagine, a competitor of Sharon in this regard, was operating. 

S _ Although it is a chemical company, it was operating the coke ovens. 
'  Ishould imagine, as you say, Mathieson or United would take steps, 
whether with Sharon or with somebody else on their own, to make very 
sure that this thing does not go bad. In addition to that, they have 

the profit motive also. Apparently these coke ovens are profitable. 
Mr. Smarr. It seems to me from a personal standpoint only, and 





, with full respect for your company and their capability and every- 

| | thing else about them—let us say it is gilt-edged in every respect— 

t that your request puts the committee in a position of t: aking action 
which will put your company in a preferential position in something 

. | which may be competitive. 

, Mr. Boourr. I do not understand what you mean there. We sub- 

mitted a bid. 


Mr. Smarr. Yes. 
Mr. Boourr. Yes. 
; Mr. Smarr. Your suggestion is still that the Army execute a sepa- 
rate lease agreement with your company to the exclusion of all others 
to operate the coke ovens. If this committee endorses that suggestion 
of yours, it would be in the position of saying to the Army, “Take 
preferential action in the case of Sharon,” at a time when we do not 
know the competitive factors in that particular element of the plant. 
I say again, with full respect for the capabilities of your company, | 
think this committee would be in an untenable position to say at this 
moment, without any additional information, that you ought to be 
a prefere ntial position. 
Mr. Boonrer. We are not asking this committee to take that posi- 
on. We are merely asking this committee, as we have asked the 
\rmy, to make sure that there will be a satisfactory operation of the 
oke ovens with a good operator, which we hope will be Sharon Stee] 
Corp.; but, if it is not, the committee and the Government should 
ike sure that there will be a satisfactory coke operator, and that 
hoever takes the responsibility of operating those ovens can lay 
lown on somebody's desk contracts for the supply of coal necessary 
for the operation of the terms of the lease. 
: Ir. Sararr. Of course, I buy that 100 percent. That is good sense. 
| > Mr. Boonrr. Before we signed the lease with the Government we 
went out and negotiated contracts and had signed contracts in our 
possession for the supply of coal to operate those coke ovens. It 
eems prudent to us in our position of experience to advise this com- 
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mittee and the Government to do the same thing with any lessee, be- 
‘ause we do not believe the coal is available on an economical basis, 
It would be a tragedy to negotiate a lease without taking that pre 
caution. 

Mr. Smarr. I think you are on sound ground there. 

Mr. Booner. That is all we are asking. I 

Mr. Smarr. Nobody can quarrel with that. ; 

Mr. Boourr. That is all we ask the committee to do. 

Mr. Courtney. Thank you very much, gentlemen. 

Mr. Secretary, this record will come over to you for interpolation, 
Because of the fact that United is not in a position to appear this 
morning and has not appeared, we will have to recess and get them | 
here. I think some representatives of your office will want to be 
present, even though it may not require your personal presence. 

Mr. Atexanver. We should like very much to have representation, 

Mr. Courtney. We are most anxious to get it out of the way. A 7 
telegram has gone out inviting these people to appear on Monday 


morning. I have not had a response yet. ; P 
Under the terms of the reference, we are to consider only the ir- 
regularities, if any, which have been suggested in these letters. pf 
Mr. Boouer. Mr. Courtney, may I be notified, also, of the hearing? 
Mr. Courtney. Yes, sir. I will leave it with you this way, ifI 7 ™ 
may: If you will assume we are going to continue on Monday at 1) | 


o’clock, it will be a help. If there is going to be any change, we will © J 

let you know. : 
(Thereupon, at 11:51 a. m. Saturday, October 20, 1951, an adjourn. 

ment was taken until 10 a. m. Monday, October 22, 1951.) 
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INVESTIGATION OF PROPOSED LEASE OF MORGANTOWN 
ORDNANCE WORKS BY DEPARTMENT OF THE ARMY 


WEDNESDAY, OCTOBER 24, 1951 


Hovuss or REPRESENTATIVES, 
CoMMITTEE ON ARMED SERVICES, 
SPECIAL SUBCOMMITTEE ON PROCUREMENT, 
Washington, D.C. 

(The subcommittee met at 10 a. m., the Honorable Arthur Winstead, 
presiding. ) 

Mr. Courtney. Gentlemen, will those who are to testify come 
forward ¢ 

Mr. Wrnsreap. Each of you do solemnly swear the testimony you 
will give relative to the matter under discussion by this committee 
will be the truth, the whole truth, and nothing but the truth, so help 
you God? 

Dr. Hammer. I do. 

Mr. Brown. I do. 

Miss Hurt. I do. 

Mr. Fenpverson. I do. 

Mr. Sipray. I do. 

Mr. Courtney. Gentlemen, be seated. 

Now, would counsel for United Distillers, or anyone else, please 
come forward and announce your eamaanak 

Mr. Lucas. Seott W. Lucas, 605 Southern Building, Washington, 
counsel for the United Distillers of America. 

Mr. Berce. Wendell Berge, 1002 Ring Building, Washington, D. C., 
counsel for United Distillers. 

Mr. Courtney. Are there any other counsel appearing for any 
other interested parties? 

Mr. Scrutito. Edmond Sciullo, 1025 Connecticut Avenue, Wash- 
ington, D. C., counsel for the Freeport Coal Co., Morgantown, W. Va. 

Mr. CHapman. Chauncy B. Chapman, Jr., counsel for United Dis- 
tillers. 

Mr. Courrney. We are now ready for the testimony of the repre- 
sentatives of the United Distillers of America. 

Mr. Lucas. We should like to proceed with Dr. Brown as the first 
witness. 

Mr. Courrnry. Dr. Brown, you have been sworn ? 

Mr. Brown. Yes. 

Mr. Courrney. Do you have a prepared statement ? 

Mr. Brown. No, sir. 

Mr. Courtney. Well, if you would like to proceed with the presen- 
tation of United Distillers of America, you may do so. 
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Mr. Brown. I suppose the first thing in order is to make a few 
remarks by way of qualifications and background and that sort of 
thing. 

Mr. Courtney. Let me interject to explain to counsel and to every. 
one present that this is a matter of making the record under oath 
of all matters relating to this proposal to lease Morgantown Ordnance, 
by all interested parties. So, if you will proceed 

Mr. Brown. Yes, sir. Perhaps it is not necessary to go into too 
much of my background. We can start right in on the subject matter. 

Mr. Courtney. Well, let us assume that this record will be read 
by people who have not had the good fortune of being here. 

Mr. Brown. All right, sir. My name is Charles O. Brown. 

I am a chemical engineer by profession, with a B. S. degree from 
the University of New Hampshire, an M. A. degree from Cornell, and 
a doctorate of engineering from the University of New Hampshire, 
and I have spent all of my professional career in relation to problems 
having to do with nitrogen fixation, more particularly plants and 
processes and other activities for the synthesis of ammonia. 

The work dates back to a Government plant I built and operated 
in 1917 and 1918, and then at the end of the war, I joined the Solvay 
Process Co. 

Mr. Courtney. Solvay Process is an affiliate of Allied Chemical ? 

Mr. Brown. At the present time it is a division of the Allied 
Chemical and Dye Corp. At that time it was not. It was the Solvay 
Process Co. I was one of the four that designed and built the first 
commercial synthetic ammonia plant in the United States. 

I terminated my connection with the Solvay Process Co. and 
joined one of the officials of the company, Dr. L. C. Jones, in forming 
the Nitrogen Engineering Corp. 

Mr. Lucas. What year was that ? 

Mr. Brown. It was 1923. 

Referring to the first plant we built to produce synthetic ammonia. 
I had a large individual and complete part in the development of 
the process, in the designing of the plant, in the engineering of the 
plant, in the building of the plant, testing the plant, and starting 
the plant. 

It was at Niagara Falls, N. Y.; the process was eminently success 
ful and the plant is an efficiently operating plant today. The resulting 
wie gt were a succession of ammonia plants which my company, 
the Nitrogen Engineering Corp., designed and built, not only in 
the United States, but also abroad. A plant for the Commercia| 
Solvents Corp. in Peoria, Il]., was completed in 1926. My first plant. 
incidentally, was built for the Mathieson Alkali Co. We built plants 
abroad, at first, principally Norway, Europe, then we extended to 
the Far East—Japan and China. I am still building ammonia plants. 
I am now engaged in building a plant to be erected and operated 1: 
Iceland. 

Several years ago Dr. Hammer came to me and asked my advic 
regarding diversification activities of his company, the United Disti! 
lers of America; and we had some conferences together regarding 
synthetic ammonia and its various possibilities, and at various time- 
we were conscious of opportunities in that field, but nothing specific 
developed until very suddenly early this year Dr. Hammer asked m. 
help in making a bid for the Morgantown Ordnance Works. 
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I remember he came to my office and I said “Yes,” thinking that 
the usual temporary consulting services having to do with putting 
together a bid for that facility would be involved, and in the early 

vart of these negotiations I was totally unaware I would eventually be 

president of United Distillers of America, Inc. (N. J.), and that the 
record would grow to quite the serious extent of the activities that we 
now have past us. 

Mr. Courtney. Just there, if you will excuse me, I am not quite 
clear on this proposed relationship. 

Would you explain for the record what you mean when you say 
that you are now to become president. of some corporation. 

Mr. Brown. I was about to expand that a little bit. In making this 
bid for the Morgantown Ordnance Works it was of course immediately 
apparent that we had to have some organization to operate the facility 
if we were awarded the bid and we had to have financial aid and 
resources sufficient to furnish working capital and other necessary 
expenses. These things were all taken up in logical order, and during 
the process of the planning and implementing of the bid I was made 
president of a corporation that was formed for the purpose of engaging 
in the ammonia business, and if we were successful in this bid this 
activity would be turned over to the United Distillers of America 
(N. J.), of which I am president, since that company was inactive and 
it would have no load to carry other than this one project. It seemed 
entirely feasible to us to handle it in that manner. 

Now, during the discussions among ourselves we were advised that 
this subsidiary seemed kind of light to handle a project of this magni- 
tude and that the real financial resources of United Distillers (N. J.‘ 
were in the parent company of which I am vice president. 

Mr. Courtney. That is, United Distillers of America, Inc. ? 

Mr. Brown. Incorporated, of New York—a New York company. 

Mr. Courtney. Then there is another company, United Distillers 
of America 

Dr. Hammer. A New Jersey corporation. 

Mr. Brown. The president of the parent company, Dr. Hammer, 
who will follow me, immediately agreed to place the entire resources 
of the parent company back of my company in this Morgantown bid. 

[ won’t review the various bid negotiations and things, although I 
was a little bit confused and sometimes shocked in the way the bids 
were handled ; but I make no complaint about that. 

However, I would like to review the basis or fundamentals whereby 
I think we were entitled to make a bid and. having made a bid, that 
it was very reasonable and logical for us to assume that we could carry 
it through with credit and satisfaction. 

Mr. Courrnry. Well, Doctor, this is your opportunity. 

Mr. Lucas. If I may just interject, Doctor. before you get into 
the fundamentals you are now discussing, will you explain for the 
benefit of the record your connection with the Morgantown plant. 

Mr. Brown. I was coming to that. 

Mr. Lucas. I am sorry, Doctor. Please proceed. 

Mr. Brown. I think that perhaps a few remarks before I get ac- 
tually to the Morgantown plant would be in order. 

I wanted to say that I have no criticism of this transcript of pre- 
vious testimony, none at all. I think, however, there is always a little 
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different light in having someone who is actually involved in the 
thing telling it from his angle and that is the morn ah from which 
I am going to make perhaps not some criticisms of this testimony, but 
amplifications of it. 

The professional work that I have done, I want to again repeat, 
has been in synthetic ammonia, all of my professional career, and 
starting the Morgantown plant under this bid, as I would have to co 
if we were awarded the bid, I should like to say is just another job 
to me, and it did not seem like anything unusual, though it was a 
larger job than some I have handled. I have built 27—well, I an 
now building 1—I have built 26 ammonia plants. This Morgan- 
town project would have been on top of that magnitude of work. 

Mr. Courtney. Doctor, do you, for the purpose of your qualifica- 
tions, as among other things, have’readily available the total capacity 
of plant which you have built, designed, or operated; or their value 
in terms of dollars? 

Mr. Brown. Well, if I can be forgiven for a little misstatement 
under oath. I do not have the actual figure. It was one I have always 
intended to put together. But in order to make it more accurate than 
an offhand statement would be, it would take considerable time and | 
have not had the time available to do that. 

Mr. Courtney. Let us not be as definite as that. 

Mr. Brown. They might average 75 tons a day. 

Mr. Courrney. Do you mean the total capacity of all the plants! 

Mr. Brown. No; each. 

Mr. Courrney. Each? 

Mr. Brown. Each. 

Mr. Courrney. And the value? 

Mr. Brown. Some 2,200 tons a day of capacity, I have had a very in 
portant part in putting in effect, and that would not include the 7\() 
tons at Morgantown. Morgantown is out of that estimate. It is a 
very substantial figure. The Morgantown experience on which | 
leaned very heavily in making my proposal and in encouraging Di. 
Hammer to go along with me, 1s the following: 

I had been a consultant for the Heyden Chemical Co. prior to their 
activities at Morgantown on three different occasions, each one some- 
what separate and distinct, and each one terminated. 

Mr. Courtney. Heyden was the operator during the World War 
II period? 

Mr. Brown. No; 1947 to 1948; right. 

At the time that reactivation of Morgantown came up in 1946 | 
was not with Heyden. In fact, I was very active in other directions. 
Furthermore, I had a rather indifferent attitude toward Heyden be- 
cause the vice president who was really one of the keymen that I co- 
operated with most closely and with whom I was in the greatest agree- 
ment had left Heyden. So out of a clear sky, Mr. Armour, the owner 
and controlling interest in Heyden, called me one Sunday afternoon 
somewhat perturbed because he had tried to get hold of me all day 
Saturday and part of Sunday, and asked me to join him in taking the 
Morgantown plant out of stand-by. and staffing and operating it. 

Mr. Courtney. When was this, Doctor? 

Mr. Brown. That was when Heyden took it over, in 1946. 

May I ask a question to get some information ? 
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the Mr. Courtnry. We should be glad to have you do it. 
ich — ~=Mr. Brown. Was it 1947 or what? I don’t remember. 
uit | Mr. Beneis. 1946. 


' Mr. Brown. July of 1946. 
at, | Mr. Beness. There is one error that has crept in. Heyden did 
nd not operate the plant during World War II. 


do 9 Mr. Courrnry. Then my question was in error. 
job Mr. Brown. Yes. 
©’ | Mr. Courrney. So it was after the war that Heyden operated the 
un @ plant? 
in- | Mr. Brown. That is right. 

. Mr. Armour had a lease to operate the plant at the time he ap- 
ra- | proached me. At that time, and before I agreed to join him, Heyden 
ity had no one in their organization that had any ammonia experience, 


eS late 


ue + nor was the company in its normal experience particularly adapted to 
» operate an ammonia plant. They are organic chemical manufacturers. 

‘nt = So Mr. Armour pressed me very firmly and positively, until I said 

ws | “Yes,” although I had a strong desire to decline on the basis that I 

an did not have the time and did not want to do the job. 

[I~ But I had been taking his money for work previous to that and 


finally I decided I would do it. He talked me into it and Mr. Armour 
'and some of the Army people and myself met at Morgantown in an 
absolutely closed plant—no one but the guards there, no activities 
Ss! | going on, on a hot July day and looked the plant over and made our 
first plans how we would reopen the plant and reactivate it and start 
it In operation. 

' Mr. Armour promised me only he would give me a very good man 
_ from his organization, Mr. Lulek, and he did. 
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ii Mr. Courrnry. These names standing by themselves in the record 
(""~ donot mean much. Could you give us his first name and tell who he is? 
© =~ Mr. Brown. Yes; he was Dr. Lulek, Dr. Ralph Lulek. He was 
| a key executive with Heyden. 
yi. Mr. Armour had great confidence in his ability. 
; _ Mr, Courrnry. Mr. Armour, I take it, is president of Heyden? 
“ir Mr. Brown. He was, and substantial owner. 
le Mr. Courtney. What is his first name ¢ 


Mr. Brown. Barney. 

Mr. Courrney. Barney ? 

Mr. Brown. No; just a moment. Bernard. 
Mr. Courrnry. Bernard ? 


! Mr. Brown. Yes. 
ns. Mr. Courtney. This incident is in 19464 
e- Mr. Brown. 1946. 
20- [ am relating this in some detail because I don’t want any mis- 
understandings on my part in that operation; I don’t want to mag- 
er > nify it, but on the other hand, I want to tell it just as it was. 
Ol ~=— Mr, Lucas, May I ask a question ¢ 
ty “% Mr. Courtney. Yes. 


Mr. Lucas. This keyman that Armour furnished was a key ex- 
ecutive in the Heyden Co. ? 

Mr. Brown. Yes. 
_ Mr. Lucas. Was he an expert in the ammonia field or was he an 
» executive ? 
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Mr. Brown. No, sir; he was an executive and actually a large part 
of his experience had been making liquor, with the Publicker Alco- 
hol Co. 

Mr. Lucas. At that time the Army leased this plant to Heyden 
with apparently no one who had the experience to operate it? 

Mr. Brown. That is right. 

But Dr. Lulek was a very able man and we went to work immedi- 
ately and one by one we put together an organization which later 
on successfully operated the plant for several years. 

The first man after Dr. Lulek that Heyden contributed was an 
instrument man, and whose name I do not remember. 

Mr. Courtney. What do you mean by an instrument man? 

Mr. Brown. A man skilled in installing and calibrating instruments 
that control and guide the plant and make sure they tell you what they 
are supposed to tell, and his specialty was instruments and he was an 
excellent man, and that was one of the big phases of this work at 
the Morgantown ordnance works, in its reactivation; to make sure 
that they were not faulty and putting them in their proper places. 

Mr. Courtney. Was that because of the pressure under which this 
plant was working ? 

Mr. Brown. No; I would not stress that point. It was because of 
the complicated processes and flows all through the plant. You just 
had to know about it. 

At the same time I got hold of a very capable but not too smooth 
man as maintenance man, Palmer, Earl Palmer, widely experienced as 
maintenance superintendent. We made him head of all maintenance 
work in reactivating the plant. 

He was of great help in doing that. 

After that had proceeded for a certain length of time, looking 
around for operating men and the two unions, the CIO and A. F. of 
L. came to us and told us that each one of them represented that they 
were the union that must place the men in the plant and that the 
former operators in the plant were largely of their union, and each 
told the same story. The CIO was district 50, and backing that up, 
they did send in a lot of men who had been operating the plant. They 
showed up at the gate and we hired them. At the same time, Dr. 
Lulek and I were very conscious of the fact that we had to get some 
good keymen and sometimes through Dr. Lulek’s activities and some- 
times through my own, it resulted in our getting three men; one was 
the top man in the previous army operation during the war, Mr. 
Wright. 

Mr. Courtney. Do you know his first name, Doctor ? 

Mr. Brown. Birnie Wright. 

The second man was David White, and the third man was Mr. 
Cornell, whose first name I do not remember. 

At that point, I felt relatively confident. I felt assured that we 
were in no difficulty for running that plant. Mr. Armour’s instruc- 
tions to me were to bring the plant out of stand-by, put it into shape 
to run, and test it and staff it, and I did literally that. 

Mr. Courtney. As I counted them, Doctor, you had six key per- 
sonnel; is that right? 

Mr. Brown. Yes, sir; as the story goes, as I remember, that is 
right. But I think there were probably more than that by this time. 
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There were many key operators whose names I don’t remember; I 
don’t remember who they were—Du Pont men, working there. But 
I named six. 

Mr. Courtney. Do you regard that as the number of keymen neces- 
sary for the operation of that plant ¢ 

Mr. Brown. Very generally; and no doubt we could do as well and 
as quickly this time. 

Mr. Courtney. That was not the purport of my question. What 
would be the number of key personnel of the type you have described 
that would be required for an organization undertaking to operate 
this plant—key personnel, now; not skilled technicians. 

[ mean, key personnel. 

Mr. Brown. Well, I think you would have to have five and I would 
like seven. 

Mr. Courrnry. Five, and you would prefer seven / 

Mr. Brown. Yes, sir. 

Mr. Courrney. Go ahead, Doctor. 

Mr. Brown. Now, about this point, and before the plant started in 
operations, I commenced to observe that the organization was func- 
tioning; it was rolling along and I continued to look over their shoul- 
ders but my trips to Morgantown were less frequent. I stayed there 
a shorter length of time. Another man joined the organization, a 
nephew of Mr. Armour, named Arthur Broadman, and he was given 
quite an important position there. In that way I had less and less 
to do with it but I was always conscious of the fact, and I had great 
confidence, of course, in Wright and White and Cornell and Dr. Lulek 
and then Earl Palmer, who was still there. 

There were other real important Du Pont men who owned property 
in Morgantown who came back to the plant whose names I do not 
remember but the credit was shared by some others, let’s say, and 
actually I, by the 1st of November, after a start in early July—— 

Mr. Courrney. 1946? 

Mr. Brown. 1946, I was giving practically less than a day a week 
of time to the plant. 

Mr. Courtney. How long a period is that you just described, in 
which you activated this plant and set it in operation ¢ 

Mr. Brown. As I remember, starting about the 7th or 8th of July, 
we made the first ammonia late in November, or just early in Decem- 
ber, and that was from one train or part of the plant, and I think the 
plant was said to be fully in operation early in March; but I am not 
absolutely confident of those dates, except they are approximately—— 

Mr. Courrney. If they are approximate, that is all. 

Mr. Brown. Approximately correct. 

Mr. Lucas. May Lask a question there. 

Describe for the record the physical condition of the plant when you 
took it over and the amount of money that was spent to reactivate the 
plant. 

_ Mr. Brown. Now, the physical condition of the plant was very poor. 
There were very large important sections of the plant that were so 
badly corroded that they had to be completely replaced. We put in 
thousands and thousands of feet of heat exchanger tubing in the 
ammonia condensers, that was absolutely gone, and I would say the 
plant was more of a rehabilitation job than a reactivation job, as it 
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turned out. But there was no question at that time who was supplying 
the money. The Government was reactivating the plant. eyden 
was in there as operating agent and the money was forthcoming an 
we spent it. 

I think that close to $214 million was spent altogether on that plant 
before they finished reactivating the plant, but my figures are that 
some $600,000 of that might be charged to reactivation, the rest to 
rehabilitation or to unusual maintenance. And that point was the 
one I was going to lead into. 

Coming back to our bid, the question arises as to my estimate on 
the cost of rehabilitation of this plant, and I had no such estimate at 
all. My estimate was based on the cost of reactivating the plant. 

Mr. Courtney. Now, the record may become confused at that point, 
Doctor; if you will permit me. We are concerned here immediately 
with the latter of the two invitations and I take it when you ‘sped “our 
bid” you are referring to the last response which you made? 

Mr. Brown. Yes, sir. 

Mr. Courtney. The figures which you are concerned with now and 
about which you just testified relate to your conception of what would 
be required in order to place this plant in operation ¢ 

Mr. Brown. Yes, sir; I am trying to explain I was making a bid 
which involved putting the plant in operation and those expenses 
covered only reactivation of the plant, by which I mean taking the 
plant out of wraps, repacking the stored parts, wiping off the grease, 
setting them in proper place, and setting the plant going, and I “would 
like to make the statement the other w ay around, that I did not feel 
there was a single dollar of maintenance as such required in the plant. 

The reason for that is this: I have been in touch with the plant in 
one way or another all along. For instance, with Mr. Wright and 
Mr. White and Mr. Cornell, and another man that I hired for the 
plant and put in there who was a very valuable man, Mr. Lloyd 
Schroeder, who was in the accounting, payroll, and relations end of 
the plant. I had had frequent conversations with them and they all 
informed me that the plant was in excellent shape as compared with 
the shape it was in, even after spending $2 million. I was quite pre- 
pared to believe that, because the amount of money that Heyden 
spent in that plant on maintenance work was really unusually large, 
in my opinion. 

Mr. Courtney. Doctor, so that the record will be clear, I think we 
are confusing the two propositions, the one proposition having to do 
with the time when you went in with Heyden in 1946 and the other 
proposition that you are presenting now for the consideration of thie 
Secretary of the Army. 

If you will just divide those two up, it will be perfectly clear. 

I do not like to break up your chain of thought. 

Mr. Brown. I am trying to see how to pic kt up and separate the two, 
as you have requested. 

Mr. Courtney. The decision that must be made by this committee 
is with reference to what is pending before the Secretary of the Arniy 
now and what has been submitted to the committee. What happened 
before, those other things, are historical from that point of view. 

Mr. Brown. Well, the record shows that $4,400,000 is said to be 
estimated as the amount required to rehabilitate the plant, and I have 
been criticized for naming a figure of $750,000, which was my figure 
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to reactivate the plant. So I am telling you how I arrived at that 
figure and what it was based on, because it was only a judgment and 
an experience figure. I have not seen the plant, in, I guess, a year; 
maybe over a year. ; 

I would like to say the big difference between those figures is such 
that I can only assume one covers rehabilitation, which means a lot 
of repairs, replacements of parts, and rebuilding the plant; whereas 
my figure, in my bid, we estimated would be required to reactivate the 
plant, as I explained—taking out of stand-by. 

Mr. Courtney. In your opinion, could the plant have been placed 
in operating condition with reactivation and without rehabilitation ¢ 

Mr. Brown. As I say, I had been informed by several men it could 
be, and I had planned to do it that way. 

Mr. Courtney. Assuming for the purpose of the decision that has 
to be made by the committee that your premise should be wrong, what 
then would be the position of you, as bidder or proposed lessee ? 

Mr. Brown. Of course, in that event there would be $4,400,000 total 
required and if we were finally convinced that we must handle the 
matter in that way, we would have to find it; but at the present time 
I don’t know—I am not sure—TI don’t know that the plant has to have 
that much money spent on it. 

Mr. Courtney. My point is this, so that it will be clear on the record, 
and you will want to state your position completely: As it stands now, 
you have apparently not examined this plant within a year? 

Mr. Brown. No, sir. 

Mr. Courtney. Your estimated cost of reactivation is $750,000, 
based largely upon your experience with the plant and the operations 
under Heyden, as you have just described it ¢ 

Mr. Brown. Yes. 

Mr. Courtney. There seems to be a difference of opinion here be- 
tween the Army authorities and yourself as to the total amount of 
money which would have to be expended in order to place the plant 
in operation ¢ 

Mr. Brown. I have noticed that. 

Mr. Courrnry. You describe it as activation cost but you leave 
blank the figure for rehabilitation. 

Now, as a bidder, what proposal do you make, assuming that $4,400,- 
000 would have to be expended for both those items? 

Mr. Brown. The rehabilitation phase of that plant is a very long 
and complicated one. I do not believe that our bid contemplated any 
rehabilitation ; but at the time the bid was made, I understand that a 
rehabilitation program was under way, was substantially agreed to, 
and that it had an entirely different character of construction and 
activity than any reactivation of the plant. In fact, it was my impres- 
sion that reactivation of the plant would immediately result in 
production of ammonia in the plant, successively in the plant, one 
train, and then another train, and then the next train, and then, 
within a reasonable time, the Army would undertake the rehabilita- 
tion program on which reports have been made, discussions have been 
held, and a tentative meeting of the minds to make such rehabilitation 
has, I think, been arrived at on not one but, I think, several occasions; 
but those two have been distinctly separated and I feel today it is 
possible to operate the plant after reactivation; and costs of around 
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$750,000 was the figure I used, without this added expense of rehabili- 
tation. 

Mr. Courrnry. My concern for the information of the committee 
is this, Doctor. As I understand it, the proposals required an obliga. 
tion on the part of the proposed lessee to furnish the rehabilitation 
funds, and that those standards of rehabilitation were to be deter- 
mined by the lessor—in this case, the Army. 

Mr. Brown. I was not aware of that and did not understand it that 
way when I made both of our bids. 

Mr. Lweas. Mr. Chairman, I should like to ask the doctor if there 
is anything in the specifications in either one of the bids on which 
the United made their decision which would indicate definitely that 
any $414 mllion was to be spent or was to be considered in either one 
of those bids for rehabilitation of this plant é 

Mr. Brown. No, sir; I don’t think so. 

Mr. Lucas. When did you first learn about this $414 million. 

Mr. Brown. Yesterday afternoon, when I read this testimony. 

Another basis I assumed when we were awarded the plant, we could 
reactivate the plant according to our own experience and judgment, 
so long as we met the terms of our proposal and produced ammonia. 
I didn’t know that we were required to meet any other specifications, 
the cost of which I had no way of knowing. 

Mr. Courrney. All right, Doctor, will you proceed from there, 
please. 

Mr. Brown. The next question, perhaps, that I might touch on, is 
this matter of how competent we were to carry through our bid and 
reactivate the plant and staff it and operate it. 

Mr. Lucas. Before you get into that, I am not sure whether the 
record shows the Army submitted a breakdown of this $414 million. 

Mr. Courtney. No, Senator. 

Mr. Lucas. I should think that that might become pertinent in view 
of what has occurred. 

Mr. Courtney. If that becomes an issue, as apparently it does at 
this point, then, of course, the Army will furnish a breakdown. 

Mr. Lucas. Correct, sir. 

Mr. Courtney. The testimony, if you remember it, from the record, 
was that it would be the total financial obligation of the proposed 
lessee. 

Mr. Lweas. I read it in a hurry last night. I was positive that 
was correct but I was not sure whether there was a breakdown some 
place. That does seem to become important in view of the testimony 
of the doctor here. 

Mr. Brown. I think that this can be cleared up by quoting from 
the instructions. On page 3, paragraph (g) : 

All rehabilitation and other work necessary to place the plant in an operating 
condition shall be accomplished by and at the expense of the lessee. 

On the basis of the inquiries I had time to make—I did not have 
time to go into the field and examine the plant—and from men in 
whom I had great confidence, I decided that $750,000 would do that 
job. 

Mr. Courtney. Doctor, I notice that you are quoting from the 
invitation to bid proposal, June 25, 1951, paragraph (g). 

Mr. Brown. Yes, sir. ; 
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Mr. Courrnry. To clear up for the record your own statement, 
as I understand it, at the time you placed your proposal, you esti- 
mated reactiviation costs to be $750,000 and you limited your pro- 
yosal to that expenditure ? 

Mr. Brown. I don’t think we limited it. 

Mr. Courrney. As the record now stands—and counsel will cor- 
rect me if I am wrong—you have no figure for rehabilitation ¢ 

Mr. Brown. Well, it says in here “rehabilitation”—‘“all rehabili- 
tation and other work necessary to place the plant in an operating 
condition” and that is what we had in mind. 

Mr. Courrney. I notice that. The reason I asked the question 
as not to debate the question with you. 

This is your record here. 

Mr. Brown. Yes, sir. 

Mr. Courtney. Is that simply that you distinguish between re- 
activation costs and rehabilitation costs, and the bid proposals call 
for rehabilitation ¢ 

Mr. Brown. That is true, sir, but I did the bid proposals the honor 
of considering the reactivation as rehabilitation, because of my knowl- 
edge of the rehabilitation program that involved entirely different 
things; for instance, for changing the gas plant from a coke plant 
into a natural gas reforming plant. 

That is a frank statement of what I did. It says rehabilitation 
here but I always considered it reactivation and other work necessary 
to place the plant in an operating condition. 

Now, rehabilitation has as its main object the improvement in the 
plant process to reduce operating costs and expenses. 

Mr. Courtney. Whatever the import of the term may be, at least 
it isa part of the invitation to bid proposal ¢ 

Mr. Brown. That is right. 

Mr. Courrnry. And since you distinguish it in your own mind in 
dollars and so far as the obligation of your company as proposed 
lessee is concerned, what do you say to the committee as to your 
ability and willingness to make necessary the necessary rehabilitation 
sums, whatever it might be ¢ 

Mr. Brown. We would do it if it is necessary. 

Mr. Courtney. Now, for example, the Army’s estimate is $4,400,000, 
and the figure on your proposal is blank ? 

Mr. Brown. I know it now, sir, but I would like to know the details 
of that, because I still think it can be done for less than that. 

Mr. Courtney. But in any event, it is an obligation you have not 
committed yourself to, either in your estimated- 

Mr. Brown. I think we are committed to it, but I think the thing 
that I want to make clear is that I am conscious of the difference be- 
tween these two sums, and I wanted to make clear how I arrived at 
the much smaller sum. 

Mr. Courrnry. Let me ask you this, to see if I can get it—— 

Mr. Brown. But it is clear we have accepted the condition of the 
hid as it was written. That is, we studied it. We studied this care- 
fully. It goes on—the rehabilitation is only a minor phase of this 
thing—and says, “and other work of the plant necessary to place the 
plant in operating condition.” I understood that 
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Mr. Bercr. Would it be correct to say, whether you call it a reha)- 
ilitation or reactivation, your judgment was based on what you thoug)it 
was necessary to put the plant in an operating, serviceable condition / 

Mr. Brown. Yes, sir. 

Mr. Beree. And that you feel no such amount as has been suggeste«| 
in the testimony last week is necessary to accomplish that ? 

Mr. Brown. That is right—and I certainly do. 

Mr. Courtney. Doctor, can you clear this up for the record. As 
I understand your testimony, when you undertook to place the plant 
in operation for Heyden, you spent some money for what you describe 
as reactivation, and then you said the Government at that time being 
obligated to furnish the rehabilitation costs, spent $214 million. 

Mr. Brown. Yes, sir. 

Mr. Courtney. Is there any difference between that situation and 
the condition of the plant now, between 1948, and the present time / 

Mr. Brown. Oh, I think there is a distinct difference. In my opin- 
ion the plant is in much better condition now than it was at the start 
of the Heyden operation, after the—I am told today by men I have 
great confidence in, that the plant is in excellent shape, and I think 
the operation of putting it in stand-by condition has been very well 
done. 

Mr. Bercr. How recently, doctor, was the plant put away ? 

Mr. Brown. Well, I thing probably there is a small payroll there 
yet. They started in in June or July of 1950 and the plant is sub- 
stantially put away but I am not sure the job is completed, as we 
sit here; but I think there may be a small payroll going on there 
right now. 

Mr. Courrney. At all events, the operation of the plant under 
Heyden management was discontinued ? 

Mr. Brown. In June of 1950. 

Mr. Lucas. I would just like to ask this question, if I may, doctor. 
In all of the conversations you had with the Secretary of the Army or 
any other officials who were his technical advisers, did they ever give 
you any breakdown of the $4,400,000, or did they ever give you any 
concrete information as to what they expected to do in the rehabili- 
tation planned ? 

Mr. Brown. No, sir, I didn’t know there was any such estimate 
in existence. 

Mr. Lucas. How could this company place a successful capable 
bid if they did not know more about what the Army had in mind with 
respect to the rehabilitation of this plant? 

Mr. Brown. Well, I leaned on the proposal there and my judg- 
ment, and L had time to make these inquiries that I mentioned, we 
all gave it quite a bit of thought, and that particularly was very 
helpful in, telling me what might be needed; and on that sort of 
evidence, and in that manner, the time being short, I put together 
this bid. It seemed to have been fairly successful, except that it 
didn’t win. 

Mr. Courrney. Did you have any conversations with anyone in the 
Army or did you make any estimates concerning the requirements of 
rehabilitation ? 

Mr. Brown. No; I did not. 

Mr. Courtney. If I am correct again, the invitation for proposals 
requires you to assume to perform the rehabilitation, as a bidder, 
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under the direction of the Army, and on Army standards; in other 
words, the lessor, in this case the Army, describes to you what must 
be done. That is an unconditional obligation. 

Mr. Brown. Yes, sir. I understand that, but I would assume their 
objective being to produce ammonia, that would be entirely standard 
and normal and in line and reasonable. In other words, I am not 
without some experience in that matter. The Army has leased am- 
monia plants before. I know something about the terms of one lease. 
There was no trouble on either side. The operations went along 
smoothly. I assumed the same would be true in this case. But I 
tried to estimate the amount of money involved in this for the parent 
companies’ protection; I didn’t want to involve the parent company 
in something over their own head. 

Mr.“Courtney. As the record now stands, as the committee is con- 
sidering it, we are confronted on one side, that your estimate of the 
total expenditures required by your company as lessee would be about 
$750,000, and the Army has now said $4,400,000. Doctor, that is a 
very considerable difference. 

Mr. Brown. That is right. 

Mr. Courtney. We are concerned here with whether or not there 
was an acceptance of proposal by the Army. In view of that differ- 
ence how do you say that there has been a meeting of the minds, or has 
been some agreement reached between the Army and yourself and 
your company, I should say, on this proposal ¢ 

Mr. Brown. Well, whatever is required, is actually required, to 
bring that plant in; we would meet. 

Mr. Courtney. Do I understand, then, that your company is able 
and willing to commit itself to a $4,400,000 expenditure / 

Mr. Brown. I think so, if it is necessary. 

I still don’t want to promise to put that much in the plant if it 
ist necessary to produce ammonia. 

Mr. Courrney. Doctor, don’t you think—and you are here as a 
representative of the company and counsel here are free to suggest 
any questions—that as your bids are now, you as a bidder are now 
confronted with the necessity of meeting a rehabilitation program 
which one party estimates to cost $4,400,000, and that party is the 
party who can determine what ought or ought not to go into the 
plant? 

In other words, the decision does not remain with the lessee; the 
decision remains with the lessor under the terms of the proposal. 

Now, what do you say to that proposition, Doctor ? 

Mr. Brown. Well, assuming that this estimate can be sustained and 
it is reasonable and it is necessary, whether it is rehabilitation or re- 
activation, we will meet it. 

Mr. Courtney. Yes, but, Doctor, under the terms of this proposal, 
that decision does not rest with the lessee ? 

Mr. Brown. No; but I believe the Army is sufficiently reasonable 
and logical so we could have a meeting of the minds on that. 

Mr. Lucas. I might add, if I may, Mr. Chairman, that the tran- 
script shows that the Mathieson Co. did not take into consideration 


$4,400,000. They took into consideration the bid between 3 and 4 


million, and Dr. Bengis corrected them and gave them the exact 
figure of $4,400,000. So there is some discrepancy there in what 
Mathieson considered necessary to rehabilitate the plant. 
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It seems to me, from the specifications that are laid down in both 
bids, the question of reactivation or rehabilitation to put the plant 
in operation is such that very little, if any, knowledge was given 
to the bidders as to what they actually meant by rehabilitating tle 
plant. Our clients assumed that they wanted to place it into oper- 
ation as expeditiously as possible for the purpose of making ammonia, 
because the Agriculture Department was stressing that very thing. 

So it is one thing to get it into operation and make ammonia and 
rehabilitate it as you go along, which, as the doctor expressed a mo- 
ment ago, is exactly what they believed. 

Now, if it is necessary, absolutely necessary, and I think that is 
one of the things this committee ought to study seriously, that figure 
of $4,400,000—if it is necessary to spend that amount of the taxpayers’ 
money to rehabilitate this plant, our clients will have to meet it: But 
I think that is one of the things that this committee should study 
carefully for the purpose of making a determination. 

Mr. Courtney. The purpose of calling this hearing together was 
to see whether there was actually a meeting of the minds of the parties 
and whether or not this company was willing to meet that very cou- 
siderable obligation. 

Mr. Lucas. That is right. 

Mr. Brown. I would like to further enlarge on this matter. May 
I continue on ? 

On September 4, I was conscious, through rumors, that there was 
a discrepancy between the Army’s ideas of the amount of money 
needed to reactivate this plant and the amount of money we had 
estimated and given them, not only in the bid, but in subsequent. con- 
versations, so I sent the honorable Secretary a telegram on September 
4, which I would like to put in the record. 

Mr. Courtney. We would be glad to have you do it. 

Mr. Brown (reading) : 

We have been informed of some but not all of the questions raised by the Army 
officials regarding awarding our company a lease on the Morgantown Ordnance 
Works on our high bid. The major one seems to be that our resources are con- 
sidered inadequate, but there appears to be a wide divergence of opinion in 
the data as to the capital requirements to bring the plant into production and 
to operate it. In our opinion, based upon the writer’s actual experience with 
the reactivation of Morgantown Ordnance Works in the past, modified by its 
present ceondition— 


which I was also keenly conscious of— 


the cost of reactivating the plant is not more than $750,000. During operations 
we have planned to use our banking facilities as necessary for inventory and 
receivables financing, in accordance with our bank’s offer. Our estimate indi 
cates the need for capital should be approximately $1,200,000 additional. We 
feel that some misunderstanding exists that may be corrected by the above 
information. 

Actually, this telegram was not acknewledged and replied to, and 
I felt that perhaps we were on safe ground, and that any misunder- 
standing had been corrected. 

On page 40 I read that Secretary Alexander was testifying—and 
I quote— 
with respect to the finances, we estimate the rehabilitation costs of this plant 
would range between 2 and 4 million. There have been many different estimates 


made of that amount. Mathieson, I believe, intended to spend between 3 and 4 
million. The improvements— 
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and I would like to underline that, although in this transcript I am 
quoting from, it is not underlined— 

would have to be improved by us, and, therefore, regardless of what a company 
might think, that was offering to lease the plant ; we had to make our own analysis 
of the probable cost of adequate rehabilitation. 

The sum apparently was not fixed, and I still felt that we might 
arrive at some ground that would be satisfactory and successful, but 
need not require the fixed $4,400,000. If we have to spend that, we 
will meet it. 

Mr. Courtney. I think if you will refer to another portion of the 
record, with which we are familiar, I think you will find that 
Dr. Bengis corrected the Army position and did say that the Army’s 
estimate was $4,400,000. 

Mr. Brown. He did, sir. 

Mr. Courtney. It is on that basis I asked the question. 

Mr. Bercr. May I ask one question. 

Dr. Brown, you have already testified that at the time the bids were 
submitted you had no information what the Army’s estimate was neces- 
sary for reactivation or rehabilitation. 

Now, if you had had an opportunity for direct negotiations, would 
it not be necessary that you would then be informed and there would 
have to be a meeting of the minds on what was necessary? That is, 
in a negotiation ? 

Mr. Brown. Yes, sir; I looked forward to such a conference and 
felt that nothing would be done until we had such a conference. 

Mr. Bercr. Did you ever have such an opportunity to negotiate? 

Mr. Brown. No; [ never did. I touched base with the Secretary’s 
office on three occasions and was well received, but there was no nego- 
tiation conference at all. 

I would like to continue at this point with some testimony in regard 
to the fact that United Distillers is a satisfactory operator of the 
plant. 

I appreciate fully the Army has a responsibility here and one that 
they must look to very carefully, to place a competent operator in that 
plant, but I would like to try and sell United a little more firmly to 
the committee than the record now indicates. 

When Heyden took over the plant, they had no one who had any 
experience with synthetic ammonia activities except myself and they 
took a lease on the plant before they made an agreement with me. 

Now, United Distillers of America, Inc..—— 

Mr. Courtney. New Jersey ? 

Mr. Brown. New Jersey, set forth—that is, my company—is set 
forth as having no experience, past experience at all, but being dis- 
tillers. Actually, that is not quite right, either. We have never done 
any distilling. It was a company organized exclusively to take ad- 
vantage of new opportunities for diversification and this was it. 

Now, we proposed, and shortly after we received the bid, would have 
changed the name to United Nitrogen Corp., and if there is anything 
in a name we would have immediately been high in the field. 

jut the fact that United Distillers had no previous experience is 
not quite right, because I was the president of it; and I have done 
Hothing but ammonia work for my entire professional career. I think 
that is a better way to set that point on the record and I am glad of 


t 


tne opportunity to do so. 
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Mr. Courtney. May I ask a question there, though it is not quite 


in sequence. 
There is a financial statement presented to the committee dated 


March 31, 1951, entitled “Financial Statement, United Distillers of 


America, Inc., and Subsidiaries.” 

Mr. Brown. Yes. 

Mr. Courrney. Is that the financial statement on which you pro- 
pose to rely? 

Mr. Brown. Yes, it is; but I would like to suggest, with your per 
niission, that I am going to try and cover the technical and practical 
aspects of this bid as regards and directly related to the plant, and let 
Dr. Hammer of the parent company on whom I am leaning very 
heavily for financial support, to deal with that; although New York 
has a million dollars paid in capital and a nice line of bank credit, 
which I think is worth a great deal, nevertheless I am relying on 
him to back up my company, and I also have some little different 
methods of financing than the doctor does and I would rather have 
Dr. Hammer talk on the financial aspect of this, which he is well 
qualified to do. 

Mr. Courtney. Let me ask you this. Your proposal is the lease, if 
given, be given in the name of your company, which is United Dis- 
tillers of America, Inc. ¢ 

Mr. Brown. I would prefer that because we are wholly owned sub- 
sidiary. I am vice president of the New York company for the pur- 
pose of joining the two companies together and we have submitted 
affidavits or letters of intent that the New York company fully backs 
the New Jersey company. 

Mr. Courrney. Excuse me, Doctor. I just wanted to get that clear. 

Mr. Brown. With your permission, I would like to go back again 
to the technical details of the plant. The record has quite a lot 
about it. This plant operates at 15,000 pounds per square inch and 
most of the plants I have built and the processes I sponsor and call 
mine operate at 5,000 pounds per square inch approximately, but 
actually from the standpoint of the responsibility and difficulty there 
is relatively little difference between those two operating pressures. 

At 5,000 pounds per square inch you have to be right, and you 
have to be right first, before something happens. There is plenty of 
risk there to do the same percentage of damage at 5,000 pounds if 
something goes wrong as at 15,000 pounds. The fact that the meta! 
may fly a little farther is immaterial. 

Mr. Courtney. Then that is a matter of degree ? 

Mr. Brown. That is a matter of degree. 

But putting the matter in a positive light, I think I have had as 
much experience at 15,000 pounds, except the du Pont organization 
and the operators of this plant, as anyone. 

Then another thing that gets into the picture is the matter of coke 
ovens. Our bid contemplated taking the entire plant and a par' 
of the plant is a very successful operation operating the coke ovens. 

The coke ovens, unlike the ammonia plant, are in very bad condition. 
They were abused during the very first operations in the war, before 
the plant was first shut down. 

However, they are certainly good for a period in excess of the 
period of our lease and certainly for 15 years, with skilled supervision. 
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Our plan on that would be this: Most of the plants I have built 
have been coke operation and that plant is perfectly normal to me. 
At the time I was with Solvay I was actually half time with the 
Semet-Solvay company, whose business was building and operating 
coke ovens, and they built for anyone’s account, for the steel companies 
or anyone, and I have had a great deal of coke-oven experience, con- 
sequently. There are not a great many people with more experience 
in actual operation of coke-oven ammonia plants, to the same extent 
Sharon is a coke-oven operator. We would have, of course, an op- 
portunity with Sharon or with anyone else, to operate those ovens, and 
| have made, I think, as much water gas from coke as any one man 
anywhere; so the matter of the coke ovens is, I think, no problem and 
should have been given favorable consideration. 

That is, we are not behind any handicap in the operation of those 
coke ovens. They are nothing new to me, nothing new to the men I 
would put in charge of them, and I am sure we would acquit our- 
selves very favorably, as favorably as any of the other bidders. 

Mr. Lucas. May I interject just an observation there? I think 
the testimony shows that Mathieson has no competent help to run 
the coke ovens. It will be necessary for them to go outside. 

The point I make here is the doctor is absolutely capable and com- 
petent to oversee and operate a coke oven, from his own testimony. 
He may have to go outside and get help, but he knows the coke-oven 
business from top to bottom. 

Mr. Brown. ‘The next point I want to touch on is the matter of coal. 
| think that may be as controversial as the $750,000. I have done a 
great deal of work in the Morgantown area on coals. I have done 
some of this work gratuitously for the good of the city of Morgan- 
town, and my experience in the matter of coal is that there is still a 
great deal of coal in West Virginia, there is still a great deal of coal 
at an economical price available to this plant, and there is still coal 
at a very reasonable premium, of metallurgical grade and coking 
grade, available to this plant. 

Now, that is backed up briefly, for the record, by the investigation 
of the Ebasco Services, Inc., in their report of May 1951. 

It also was checked and the same conclusions arrived at, in some 
work I did gratis for the city of Morgantown, 2 years ago, by a firm 
of coal consultants in Fairmont, W. Va.; 1 forget the name of the 
firm, but the man I dealt with was Mr. Sargent, and it seems possible 
we can get coal at a perfectly satisfactory price, in my opinion, dur- 
ing the 15-year lease to operate these ovens. 

That more or less closes up the entire responsibilities and types and 
classes of problems that have to be met in order to operate this plant 
and meet the terms of our bid. 

Now, one other misunderstanding, or at least it wasn’t quite clear 
in the record—I had engaged Mr. Van Ness to go down to Morgan- 
town and take an important part with me because he is a man who 
lias spent all of his life in synthetic ammonia, and knowing that he 
had spent all of his life in that and had that background, I was sufli- 
ciently interested in this to have Mr. Van Ness with me, and I wired 
him, and he accepted; I think Dr. Hammer has seen the telegrams 
and letters. He is now consultant to the King of Egypt on a nitrogen 
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program they have in the Nile Valley, and he has done a very good 
job. He will be through there the 1st of December; he terminated his 
work there the Ist of July, but he continued through to the Ist of 
December, and then he is coming with me, anyway. 

Mr. Van Ness was a mechanical engineer. Unlike me, he was on 
the mechanical side. His activities fitted in very nicely with the 
chemical side. He was with Allied many years, working through tle 
operating grades, until he held a good position there and left that 
during the war because of the need of men to staff the Ozark Ordnance 
Works, now the Lion Chemical Co. He was production manager of 
the Lion plant and, by arrangement with Lion, I succeeded in having 
him come back with me to become general manager of the plant | 
built in India. We have given the Secretary's office and the Ordnance 
Department the written statement of the qualifications of some halt 
dozen men we have had at that time, to put on this work. But I did 
not want to name all of them in words of one syllable before we got 
the bid because our esteemed friend, the Allied, might happen to need 
a good man to put on high-pressure work and it seemed a good thing 
to wait until I was challenged before I need tell what organization 
we had specifically to put in. But I would like to mention Mr. Van 
Ness because I knew I could always count on him. 

Then there is Mr. V. A. de Beausset, who is working for the J. |. 
White Engineering Corp., in the Philippines. 

Mr. Courrnry. Mr. Van Ness’ name is what ¢ 

Mr. Brown. Henry W. 

Then another thing, we engaged Ebasco Services, a firm of con 
sultants and management engineers in New York City, and the special 
advantage of Ebasco Services is that they are a large organization and 
they have not one but several men in all the key departments, princi- 
pally steam and electri icity. ‘They have really fine personnel in experi- 
ence and they are specially qualified in all phases of steam and heat: 
and they also have extremely fine personnel experienced in electrical 
phases of power plants, both steam and hydroelectric; and at the time 
we engaged them, Mr. C. A. Harwick, head of the industrial division. 
informed me he had an outstanding experienced ammonia-plant oper- 
ator. I didn’t ask him the name of this man because I felt if I were in 
his position I would not want to tell a consulting engineer who was 
looking for men, the name of a man whom I had, but when Mr. Har- 
wick said that he had a competent ammonia-plant operator at man- 
agement level, that satisfied me. He said, “If we are retained wit) 
your firm we will make arrangements with this man to firm him up 
solid on our payroll.” 

Well, I felt there was one more man, and Ebasco, we need them 
anyway, so we will take Ebasco. Ebasco have done a great deal of 
work for the Government. They are well known in Government 
circles, much better known than the present witness. 

The recent work they did was a report entitled “Modernization of 
Ammonia Plant, Morgantown Ordnance Works, Morgantown, W. 
Va.,” for the Department of the Army, Office of the Chief of Ordnance, 
and this is dated May 1951. 

Mr. Courrnry. Would you like to introduce that in the record ? 

Mr. Brown. I will leave that to my associates’ judgment. I am 
perfectly willing to put it in the record but it will clutter up the record 
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a Jot because it is a rehabilitation proposal to make the plan attractive 
to lessees. 

But it is perfectly all right. It is available. 

Mr. Lucas. The primary point you make is that the people United 
have employed are the same people the Army has been using consis- 
tently over the country and one of the latest ventures is the Morgan- 
town plant on which you have bid? t iz 

Mr. Brown. Yes; with the added point that they, in my opinion, 
are tops. They are really a fine organization. They can walk up the 
stairs with Stone & Webster. They would be of enormous help to us in 
staffing the plant. 

Actually I never worried about this proposition except to get the 
award. That concerned me most of all. 

Mr. Lucas. Through all of this testimony on Saturday there was 
the implication made that as far as you were concerned, you knew 
just two men to operate this plant. 

Mr. Brown. I want to state this: We actually did engage Ebasco. 
It was not something we hoped to do. We did engage them and they 
agreed, and we felt that was a very fine thing. But as I say at this 
time, we felt it was a real asset. 

I think that subject to any questions you want to ask, that is the basis 
of my—— 

Mr. Courtney. Let me ask you, so far as Mr. Van Ness is concerned, 
as [ understand it now, from your statements and testimony, you have 
a firm commitment from Mr. Van Ness ¢ 

Mr. Brown. Yes; he is actually engaged. 

But I could not do that with a large staff and then find I could not 
get the bid. I hope you will see my point on that. 

Mr. Courtney. I see. I am just trying to summarize your position 
and you may correct me in any place if you find me in error. 

As I understand you, you have a firm commitment from Mr. Van 
Ness, who has elsewhere appeared in the testimony. 

You have a contract or an agreement with the Ebasco corporation, 
whese activities and background you have just described ¢ 

Mr. Brown. Yes. 

Mr. Courtney. You feel that the operation of this plant to its full 
potential, based on your experience with Heyden, would require «a 
llanagement organization of about five, but you would prefer seven, 
und you are satisfied the technical assistance available to you or to your 
corporation, could be secured ? 

Mr. Brown. Yes, sir. I don’t remember the number, but I think we 
furnished information on at least seven men, written information, to 
the Secretary’s office. 

Mr. Courtney. That was my next question. Has this information 
ull been presented to the Army for consideration in connection with 
your proposal ? 

Mr. Brown. Iam sure it has. As I remember it, it has, written out, 

ime by name, and a little brief abstract of the careers. I am sure it 
lias been. 

Mr. Courrnry. So that you have, in addition to Mr. Van Ness and 
the Ebaseo Services, furnished the name of other men whose back- 
vrounds and abilities you were familiar with, who were committed to 
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you or who would commit themselves to come with any organization 
which you would sponsor ? 

Mr. Brown. That is right. 

Mr. Courtney. Now, are there any other questions? 

Mr. Brown. I think that we have reasonable assurance of being able 
to have Mr. Cornell, the third one of those three men who, as I said, 
was very important, also with us there, if we received this bid. 

Mr. Courrney. In any event, let us understand at this point, you 
are familiar with, you know the kind of technical help which is re- 
quired, and you have contacted or examined the market, if you will, and 
the availability, and you are satisfied that these five to seven men whom 
you say are required are available to you? 

Mr. Brown. Iam sure of that, and good men, too. 

Mr. Courrney. And that you have made the names of some of those 
men known to the Army and, specifically, the names of the two whom 
you have just referred to? 

Mr. Brown. Yes. 

Mr. Courrney. Is there anything else / 

Mr. Brown. I would like to make just one more remark. 

Your question stirred my memory about one thing. Of course 
today I was not greatly concerned about selling the ammonia from 
the plant. It would sell itself, almost, and we had plans that were 
reasonable and logical. Nevertheless, we have made arrangements 
through people I have known for a very long time, and I have worked 
for both of them, very fine clients; they regard me very highly also. 
We made arrangements with David Birch, a broker, of New York 
City, and the fine old fertilizer firm of A. J. Pringle Co., Inc., in 
Charleston, S. C., to take such steps for any marketing organization 
when we need them. And our arrangements are with both those 
people. Both of them have confidence in me. Both agreements are 
not today in detailed form; they are not documented with legal agree- 
ments to any great extent, because we did not know how far they might 
be needed, but they have confidence enough in me to know that I 
would not mislead them or get them into any more expense than neces- 
sary; but I feel I should put on the record that we have closed up the 
marketing end. 

Mr. Courtney. Is there anything you desire to add? 

Mr. Brown. No. 

Mr. Lucas. I think the record might show, although somewhat 
repetitious that the basic reason for the opening of the plant is what 
the Agriculture Department has said with regard to the need for ferti- 
lizer throughout this country. I don’t think any question of sales 


organization or sales promotion enters into this picture very strongly, 


because they would not be opening the plant if they did not have a sale 
for the ammonia. 

If it does, we are in a position to meet the sales organization test. 
which was placed in the record here previously, and intended to be 
somewhat of a blow against the United, as indicating they are not able 
to do it. 

Mr. Courtney. Thank you, Dr. Brown. Is there anything further / 

Mr. Brown. I do not believe so. 

Mr. Courtney. Next witness. 

Mr. Bercr. May I just ask one question ? 
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Doctor, in the testimony last Saturday, Dr. Bengis, after stating 
that he thought United only had two people available, stated this, and 
I quote: 

Now, I cannot say that they would not be able to get other people, if they 
paid them enough. In other words, we are all human, and they might be attracted 
by huge salaries, but then it becomes an economic matter how much United 
could afford in overhead for supervisory personnel. 

That has in mind, any company, once having secured the job, could 
get the men at perhaps high or exorbitant salaries. 

Have you any comment? 

Mr. Brown. I do not think the men I would get would demand, and 
[ certainly would not pay them, exorbitant salaries. 

Now, the men that I would give my personal attention to selecting 
most carefully would be top men and in any company they would 
demand a really substantial salary. But I am sure any one here in the 
committee or in the Secretary’s Office would agree that they would 
not be overpaid. Three of them [I have known many, many years, and 
they have never been exorbitant, and I do not think they would cause 
any trouble that way. 

But we aren’t money-mad in this plant. As far as I am concerned, 
as president of the company, I want to operate it with credit. Itisa 
difficult plant to operate and I don’t expect to make the profit in this 
plant, I admit frankly, that I would expect in a plant that was built 
by my design, like the Ozark Ordnance Works or the Jayhawk Ord- 
nance Works, but nevertheless, we would operate in the black and still 
pay reasonable salaries. I know we may have to get some men at 
some stage of the thing who are now working for other companies. 
But that goes on every day. I have men who come to me for work 
as engineers who work as engineers for big companies, who are dis- 
satisfied with the lack of identity in such large companies, and who 
will come to work for me for less than they were previously getting, 
and there are others who come in who want more, and a small incre- 
ment will buy them. 

Mr. Berge. It is not a question of having to raid the market ? 

Mr. Brown. No; what I am thinking of would be very normal. 

Mr. Lucas. One more question for the record. 

In your opinion, if United should be awarded this contract and the 
question of rehabilitation of this plant to the extent of $4,400,000 were 
necessary do you believe that the company is financially and tech- 
nically in a position to rehabilitate that plant as fast as Mathieson or 
any other concern could do it? 

Mr. Brown. Yes, Senator: as fast as any concern could do it. But 
[am not coupling with that just how many days it would take to do 
it under these times and conditions. But I think we have every 
facility that Mathieson has to do it. 

Mr. Courtney. Do you have an estimate as to the amount of time 
which in your opinion would be required to accomplish this rehabili- 
tation? There seems to be a difference. 

Mr. Brown. No, I haven’t a good estimate, because I haven’t done 
field work enough to make one. I have always leaned on what hap- 
pened before and then I have done quite a little of this work. 

_I brought along here three reports that I made for the Reconstruc- 
tion Finance Corporation. One has to do with the cost of putting the 
Ozark Ordnance Work in stand-by condition. Another one has to do 
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with the cost of putting the Jayhawk Ordnance Work in stand-by 
condition. 

I also have reports for putting the Cactus Ordnance Works and tie 
Dixie Ordnance Works in stand-by condition. 

I had the firm of Sanderson & Porter, engineers, New York City, 
to assist me in this matter, and we had five of their top engineers in 
the field for about 2 months. 

The Ozark Ordnance Work, the cost of putting that away in 1946 
vas $139,000, and the Spencer Chemical Co., $147,000, because they 
had a bigger boiler plant. That would go up 50 or 60 percent today, 
the cost of putting them away. 2 

But that is the background I had in mind in judging this Morgan 
town proposition, together with all of the other factors that I have 
testified to. But these sums are really reasonable. These were based 
on private contracts to do this. That is, you would ask for bids from 
private contractors to put this plant in stand-by condition. 

Mr. Courrney. Did you solicit bids on these / 

Mr. Brown. No, we never did; never got that far. Reconstruction 
Finance turned these over to War Assets. The plants remained in 
stand-by and War Assets started to sell or lease the plants. 

Mr. Courtney. Those estimates were made some years prior to this! 

Mr. Brown. Yes, they were. But even allowing for write-ups, we 
have been having since then, if you doubled them, they would not be 
out of line by any manner of means. 

And they were detailed estimates. We were in the field a long time. 

Mr. Lucas. Doctor, could you give this committee information now 
on how long it would take to reactivate this plant and get it into 
condition to produce ammonia ? 

Mr. Brown. Morgantown ? 

Mr. Lucas. Yes. 

Mr. Brown. What I am going to say is based on the fact that we 
are really in very chaotic times now. 

Mr. Lucas. I am talking about reactivation alone. 

Mr. Brown. Yes, reactivation alone. 

The slightest little hold-up in getting material would extend it. 
There are no short cuts by which it could be reduced, and we did a 
very efficient job before, and we did it in approximately 7 months, 
and I do not think this time it could be done under 7 months, and 
probably 8. 

Mr. Berer. Does that contemplate full operation ? 

Mr. Brown. The last time we brought in some operation, I think. 
in the latter part of November; so that would be 5 months after we 
started. So that it would be from 6 to 9 months from start to full 
operation—that might be a fair estimate. 

Mr. Lucas. And if you had to rehabilitate the plant, along with 
reactivating it, it would take longer / 

Mr. Brown. The rehabilitation described here, I estimate it at 24 
months. 

Mr. Lucas. The only reason I bring that out is because of what 
the Secretary of Agriculture said. It seems to me that this plant 
ought to be in operation as long as possible. The rehabilitation ma\ 
take a long time, if the doctor is right. We have not any views about 
that. I merely bring that up for the committee’s consideration. 

Mr. Courrnry. May we clear that up in this way. 
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What amount of production would result from the reactivation 
vou visualize, for the $750,000? How much production would you 
have under that kind of a program / 

Mr. Brown. That covers the entire output; 600 tons a day, 18,700 
tons a month. 

Mr. Courtney. That is plant capacity, is it not? 

Mr. Brown. That is plant capacity. 

Mr. Courtney. Any other questions? 

Mr. Lucas. There is one question that has not been brought out 
which is somewhat immaterial, but there is some question whether 
United Distillers, because they had been in the business of distilling 
alcohol, had any right or the power to operate a plant of this kind. 

I should like to ask Dr. Brown if he knows whether or not the 
Army has ever given a lease to a distiller group to make ammonia ¢ 

Mr. Brown. Yes, I think so, in a way; they oe ate cent distillation 
before they took the lease, but the present San Jacinto Chemical Co. 
lease is controlled by former distillers. 

Mr. Lucas. Where is that plant located ? 

Mr. Brown. Channel View, Tex., just outside of Houston. 

Mr. Lucas. I think that covers practically all of the questions we 
have in mind. . s 

Mr. Courtney. The transcript will be available to you for editing 
and any supplementary statements you feel you ought to make and 
may have inadvertently omitted, which may be supplied by you, so 
that we will have a complete presentation of your entire position, 

Mr. Brown. Thank you, sir. 

Mr. Lucas. I would like to ask the doctor this one question, if he 
knows the president of the Mathieson Co. ? 

Mr. Brown. Yes; not too—— 

Mr. Lucas. Who is 

Mr. Brown. Thomas Nichols. 

Mr. Lucas. Has Nichols been connected with any Government activ- 
ity in the last year ? 

Mr. Brown. Yes, sir; he left his company to take a position here in 
Washington as deputy administrator of the National Production 
Authority, for some 6 months. 

Mr. Lucas. Was he holding that position while negotiations were 
being carried on by the Government with Mathieson with respect to 
this contract or lease ? 

Mr. Brown. Well, let us see what the dates are. We started on this 
matter ourselves in early summer, say May, and I think that he was 
active in this Production—NPA, certainly in May, and until late 
summer. Ithink maybe until July or August. 

Mr. Lucas. When did he resign his position? Do you know that? 

Mr. Brown. June 30, I am informed. I don’t remember, myself. 

Mr. Lucas. That concludes the testimony of Dr. Brown. We have 
some short statements to make with three witnesses, Mr. Chairman. 

Mr. Courtney. Proceed. 

Mr. Fenperson, My name is A. P. Fenderson. I am vice president 
of United Distillers of America, Inc., New York, and also vice 
president of the New Jersey Corp. 

[ assisted Dr. Brown in the preparation and presentation of the 
bids and I would like to give the committee a few background facts 
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on the plant and on the bidding which we feel may be useful to y«i 
in your review. 

My qualifications are on the administrative side, and I will deal 
principally with administrative problems. The Morgantown Ori. 
nance Works represents an investment of approximately $75 million 
by the United States Government. At the present time I understan| 
the Army Corps of Engineers and the Ordnance Department have 
funds to substantially alter that plant. We understand they inte 
to spend about $6 million in addition to the $75 million to convert it 
from coke as a raw material to natural gas, so what we are talking 
about is an $81 million plant, when this program is completed. 

The plant, as you know—I don’t know whether it has been put on 
the record before—was designed and built and operated during Worl( 
War II by the du Pont Co. Their arrangements with the Army were 
terminated on August 15, 1945. Following that date the Army av- 
thorities made every effort to secure a commercial operator for the 
plant but without any success. 

After the Army gave up, after they had canvassed virtually every 
ammonia company in the country and many chemical companies and 
many others, the Morgantown Chamber of Commerce asked and got 
permission to conduct an intensive sales job, too, in an attempt to get 
another operator in there, because it was such a great loss to the com- 
munity of Morgantown. They were unsuccessful and subsequently 
the Sharon Steel Corp. was given a lease to operate the coke ovens 
alone. 

In October 1946, the Army, as Dr. Brown has testified, installed the 
Heyden Chemical Co. as an operator. Their job was to produce amn- 
monia for fertilizer needs of the occupied areas of Germany, Austria, 
and Japan. That arrangement in turn was terminated early in 195°, 
last year, and at that time, in February of 1950, the Army again 
advertised for a lessee, for the Morgantown Ordnance Works, ani 
again they were unsuccessful. There were absolutely no bidders. 

As a sidelight on that, Dr. Brown constituted himself a campaign 
committee to assist the Army and talked to some 30 different com 
panies in an effort to seciire an operator. 

Mr. Courtney. That was in 1950? 

Mr. Fenperson. Yes, 1950. 

In the meantime, the fertilizer situation grew worse; and, as thie 
Department of Agriculture has indicated to you, they were ver) 
anxious to get the plant into production for fertilizer. 

On the 4th of May, 1951, the Army again advertised the Morgan- 
town Ordnance Works. I have before me, and I believe you have 1! 
your records, the invitation to bid, dated May 4, 1951. 

Mr. Courtney. There were two invitations to bid, were there not! 

Mr. Frenperson. The second invitation was an amendment of tlie 
first invitation to bid. I should like to read just one or two sentences 
from the basic invitation to bid. 

Throughout, it is clear that the Army wanted sealed bids. It was 
required by the Army that a cashier’s check be submitted to bind the 
bid in the amount of 5 percent of annual rental. 

The information I have just supplied is on pages 3 and 4 of tli 
invitation to bid of May 4. 











; 








ery 
ind 
Ot 
cet 
ym- 
tly 
els 


5 
te 


ieee 


PROPOSED LEASE OF MORGANTOWN ORDNANCE WORKS 85 


’ Now, section 6 (h) of this invitation to bid, on page 5, says, with 
“yegard to award of the lease : 
- Lease will be awarded to the highest bidder complying with the conditions 
of this invitation for bids, providing the bidder is responsible, his bid is reason- 
Sable, and it is in the interest of the United States to accept it. 

Further, in section 7 (e), entitled “Submission of Bids,” the Army 
‘sets forth: 
> It will be the duty of each bidder to see the bid is delivered by the time and 
-at the place prescribed in this invitation. 
' Following this advertisement, three companies filed valid bids on 
> June 14, 1951, for the entire Morgantown facility. Those three com- 

‘panies were United Distillers of America, the Solvay Process Divi- 
‘sion of the Allied Chemical & Dye Corp., and the Mathieson Chemical 

eC orp. 

In addition, the Sharon Steel Corp. filed a bid on the coke-oven 

‘facilities alone and the Heyden Chemical Co. submitted a letter vol- 
F / unteering to negotiate a lease with the Army under certain condi- 
tions. 

We naturally evaluated the three bids; and it seemed clear to us that 
‘our bid was the high bid of these three bids. Very simply and very 
» briefly—this is the first bid; I just want to get this background out of 

the way, if I may—our proposal would have given the. Army a firm 


+ ae a Rees 


’ 15-year lease. We offered to lease the plant for a 15-year period sub- 


‘ject to a mutually acceptable cancellation clause, but in our opinion, 
‘that could have been, mutually, none. We agreed to give the Army 
~ $400,000 a year annual rental and the base production rental would 
‘have been $12 a ton on ammonia products. That lease would have 
earned the Army $6,000,000 revenue for a period of 15 years. Solvay 
' offered a 2-year lease at $1,000,000 a year so that bid would have guar- 
‘ anteed the Ar my $2,000,000. The Mathieson bid was for a firm period 
_of 5 years, at an annual rate of $500,000 and that would have returned 
the Government $214 million. 

So that at that time we were happy, indeed. We were the high 
bidder, offering the Government a minimum of $6,000,000 for the 
plant, against the second bid offered of $2,500,000 and the third bidder 
who offered $2,000,000. However, all three of those bids, the split 
bid submitted by Sharon, and the paper submitted by Heyden, were 
rejected. 

The Under Secretary of the Army has said in the transcript on page 
12. which I would like to quote very briefly : 

The proposals or the first response to the solicitations of these people on this 
list were supplied on June 14, 1951, and in our opinion none of the proposals the 
Department received is sufficiently good to warrant acceptance. 

\nd he goes on with some further detail. But basically, he says that 

“the bids were not good enough to accept nor the terms long enough. 

However, at the same time we were told, orally, by responsible offi- 

-cials of the Corps of Engineers, who were handling the matter-—— 
Mi WC OURTNEY. Would you identify them for the record ¢ 

. Fenperson. Well, the man who told Dr. Brown and me what 

be ann going to tell you now was Mr. Samuel D. Blaeuer. He is a 

lian attorney attached to the Corps of Engineers. 
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Mr. Courtney. Where? 

Mr. Fenperson. In Washington, D. C., and was one of the two o1 
three responsible officers with whom we had most of our dealings 0 
these bids. 

Mr. Courtney. Will you identify on the record who those tii- 
viduals were with whom you had conversations ? 

Mr. Fenverson. The first individual in this connection was tlis 
Mr. Samuel D. Blaeuer. 

Mr. Courtney. Do you have the spelling of his name? 

Mr. Fenperson. I am not sure, but I think it is B-l-a-e-u-e-r. 

On that occasion, as soon as the announcement was made that thes 
bids had been rejected, we went promptly to Mr. Blaeuer’s office, us 
he was more or less the contact man that we had in this matter at that 
time. Mr. Blaeuer told us the reason the bids were being rejected 
was because the Army had decided finally to convert the plant to 
natural gas, whereas in the invitation to bid they had merely indicated 
that that might be done. 

Now, each of the bidders was on notice that the plant might he 
converted to natural gas and was therefore advised to take that inio 
account in making its bid, and I am sure the 

Mr. Courtney. Did your company take that into account ? 

Mr. Fenperson. Yes, we did; and each of the other bidders was on 
notice that that might be done. 

Mr. Blaeuer said the bids were being rejected because the Army had 
made the final decision to convert the plant to natural gas, and the 
appropriate Army officials, whom he did not identify, felt that many 
bidders who had not bid on the plant might be interested in bidding 
under these circumstances and therefore they were putting it out fo 
new bids, presently, hoping to get new and better bids. 

The new bids were filed at Louisville, Ky., at the office of the United 
States Army Corps of Engineers, on July 25, and at that time onl) 
two valid bidders presented themselves with a certified check, forma! 
bids, and so forth. 

Mr. Courtney. What had they to have? 

Mr. Frenverson. Sealed bids, accompanied by certified checks, ai 
conforming to all the requirements of the invitation to bid. 

On the second occasion, Mathieson withdrew and only Allied— 
Solvay Process—and ourselves remained as bidders, and each increased 
our bid somewhat, though not substantially in either case. 

Mr. Courtney. Under what circumstances were the increases made / 

Mr. Fenprrson. Under the circumstances outlined by Mr. Blaeuer 
that the Army served notice that the plant would be improved from 
the commercial standpoint; it would be a better proposition with the 
conversion that the Army proposed to make. 

Mr. Courtney. On the conversion ? 

Mr. Fenperson. The conversion to natural gas. 

In addition to these two valid bids accompanied by checks, and so 
forth, there was another bid from the Sharon Steel Corp. for the 
coke ovens alone, and there was a letter from the Mathieson Chemica! 
Co. which offered to negotiate a lease with the Army. It included 
no check; it was not in any sense a sealed bid; it was simply a letter. 
The Heyden Chemical letter was not refiled. They had disappeared 
from the scene on the second time around. That was on July 25, 
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1951, and following that, I think there were two or three events of 
importance which I would like to relate to you. 

No. 1, the Army officials apparently analyzed the bids somewhat 
differently than we did; although we went to a great deal of trouble 
to analyze both bids on a businesslike basis. 

Mr. Courtney. Both bids; which companies? 

Mr. Fenperson. We have just two bids before us now, the Allied 
bid and ours. 

We had this time firmed up our 15-year offer so that there was no 
question about it. We guaranteed a 15-year lease. We raised our 
minimum rental guaranty from $400,000 a year to $500,000. In 
addition to that, we made several upward adjustments in the produc- 
tion rates. So that altogether it was a much better bid. Our lease 
would have guaranteed the Army a total of $7,500,000 and a long- 
term lease—and incidentally, a long-term lease was one of the Army’s 
major concerns. They were interested in securing a long-term lease. 
That is clear from section 3 (c) of the amendment of the invitation 
to bid and this amendment is dated June 25, 1951, in section 3 (c), 
which was one of the conditions on which these bids were founded: 

The Government desires to lease the facilities on a long-term basis. The 
initial firm term binding upon the lessee shall be not less than 5 years. 

Now, we had understood from preliminary discussions that was one 
of the major concerns of the Army and therefore we did firm up our 
15-year lease. 

Mr. Courtney. Did that information come to vou from Mr. Blaeuer ? 

Mr. Fenperson. I believe that principally—I can’t tell you names, 
dates, and places, but between the two bids, we did solicit some addi- 
tional information with regard to placing the bids, principally with 
Mr. Blaeuer, and also with Colonel Webb and Colonel Smith in the 
Under Secretary’s office. 

They were strictly on the details of filing the bid and not concerned 
with the technical aspects or anything else. 

Mr. Courtney. This may not be an appropriate place and you 
may rather pass this on to a later time, but did the subject of cost 
of rehabilitation come up in any of these conversations ? 

Mr. Fenperson. I would like to deal with that, though not in the 
way Dr. Brown did. I would like to tell of my experiences in the 
matter, later on. : 

Mr. Courtney. Very well; at the appropriate time. 

Mr. Fenperson. The Allied bid was now for a firm period of 5 

years, since that was required under the amendment to the invitation. 
It was previously for only 2, but they extended it to 5, and they in- 
creased the annual minimum from $1,000,000 per year to $1,250,000, 
so that they were offering to guarantee the Army $6,250,000 over a 
5-year period. 
_ However, we felt then and feel now that the minimums are not the 
important consideration; the production rentals are important, be- 
cause it was clear to us, and everyone concerned, that the plant would 
operate close to capacity for as far ahead as anyone could see. 

On the basis of the production rentals—what I have talked about 
so far are the guaranteed minimums—on the basis of production 
rentals, our proposal would have returned to the Government sub- 
stantially higher revenue under almost every conceivable operation. 
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We went into detail in proving that point to ourselves. There were 
five separate production lines at Morgantown. Four of them can 
produce either ammonia or methanol. One can produce ammonia 
only. We applied our rental rate analysis to all of the possible 
situations—as the statisticians say, permutations and combinations 
of that four-and-five arrangement. They give 19 operating patterns: 
and of the 19 operating patterns, our proposal would return substan- 
tially larger revenues in, I believe, 11 cases. In the other cases, three 
were cases in which the plant would scarcely operate at all, which was 
inconceivable. Five of them were situations in which the plant would 
yroduce primarily methanol, which is contrary to everybody’s best 
falas judgment and also contrary to the wishes of the Department 
of Agriculture. 

Now, the Army apparently judged the proposals differently, because 
they proceeded to ask the Department of Justice for clearance to 
award the plant to the Solvay Process Division. The Department 
of Justice, however, so we were informed, advised the Under Secre- 
tary of the Army that awarding the lease to the Solvay Process 
Division of Allied Chemical & Dye Corp. would tend to be in vio- 
lation of the antitrust statute. The background of that, which may 
or may not be pertinent here, was that before the war Solvay and 
du Pont controlled 80 or 90 percent of ammonia production in this 
country. The Justice Department did not think that was in the 
best public interest and insisted following the war that in the new 
ammonia plants new competitors be introduced wherever possible. 

At that point, we felt that not only were we the high bidder for 
the plant but also the only bidder. And at that point, we began to 
get. a series of inquiring letters from the Under Secretary’s office or 
from the Corps of Engineers. 

We supplied all the information requested, and most. of it had to 
do with further detail on our balance sheet and profit and loss state- 
ment. The Army, we felt, was satisfying itself as to our financial 
capacity, and in view of the information we supplied and our own 
knowledge of our financial situation, we felt that there should be no 
problem there and were not too concerned about it. 

In the meantime, but not from any officials of the Army, we heard 
rumors—rumors that there was some question about our technical ca- 
pacity. I would say it was nothing but Washington scuttle butt. 
Apparently our competitors knew something more about what was 
going on than we did. They passed on some of these items to us. 
The criticism being made, according to these rumormongers, was 
that we were a one-man organization; that Dr. Brown was a fine man 
and all that, but we only had one man. 

At that point we attempted to show the Army officials that we are 
not a one-man organization. We supplied them with supplementary 
data regarding Mr. Van Ness. We advised the Army in writing that 
we had made a contract with Ebasco Services. We relaxed an the 
technical side. We felt there could be no serious question on the 
technical side, so we were just not concerned about it. We felt there 
could be no question of our technical capacity. 

During that period when we were fighting in a paper bag—we 
were not fighting, let’s say, just in the dark—we attempted to draw 
Mr. Blaeuer, Colonel Webb. and Colonel Smith and the Under Sec- 
retary into a discussion of the bid on its merits. We felt that there 
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was nothing to the rumors and if there was any objection to our bid 
on the part ‘of Army officials we would like to have a round-table dis- 
cussion and find out just what the Army wanted from us, because 
we were quite sure we could meet any objections the Army might 
raise, any valid objection. 

However, I do want to commend the Under Secretary on the secur- 
ity in his office, because we never learned a thing about its objections 
until we read his testimony before this committee. If our military 
secrets are as well controlled we have no fears on that score. 

The Under Secretary advised us by telephone, I believe, September 
5—it was a Wednesday; I think—that he had decided to reject our 
bid—the Allied bid had already in fact been rejected by the Depart- 
ment of Justice—and was proceeding to negotiate a bid with Math- 
ieson. That was a profound shock and surprise to us because we had 
never up to that instant considered that Mathieson was a bidder or 
could be considered legally or properly or fairly or in any other way. 

Now, the Under Secretary recited to me over the telephone the 
reasons why he had rejected our bid. He mentioned technical capac- 
ity, he mentioned financial capacity. That was the first time—after 
the deed was done—that we had any direct statements from anyone in 
authority from any branch of the Army that there was any objection 
to our bid. We had had inquiries but we could interpret them, and 
did interpret them, as the Army satisfying any questions it might 
have preliminary to awarding the plant to us, and we could understand 
their reasons for going very deeply into our financial and technical 
capacity. 

Now, in conclusion, I would like to bring out this point for what 
it may be worth to your committee. I don’t know the legal value of 
it, and I am not a lawyer. All of these bids, the first and second 
round, were submitted under a basic invitation to bid dated May 4, 
1951. That basic invitation to bid was amended by an amendment 
dated June 25, but in the June 25 amendment, the 4th of May invita- 
tion is incor porated by reference, except where they were in conflict. 

According to Mr. Blauer’s oral advice to us, immediately following 
the rejection of the bids in June, there had been a discussion within 
the Army staff, and I believe it included the Under Secretary, because 
I believe Mr. Blauer told us the conference had been in the Under Sec- 
retary’s office. There had been a long discussion how to handle these 
first bids. Mr. Blauer told us that there was one group within the 
Army which felt that the proper procedure was to get a lease with 
somebody as quickly as possible and that they should take what ap- 
peared to them to be the best of the three June bids, and attempt to 
negotiate a satisfactory lease with that bidder; failing to get the kind 
of lease from that bidder, that the Army officials w: anted, ‘they should 
then turn to the second bidder and proceed along that line until they 
did get a satisfactory bid. 

However, again according to Mr. Blauer, apparently the legal staff 
of the Under Secretary’s : office or the Corps of Engineers or the Ord- 
nance Department, said that no, these bids were sealed bids and the 
Army would have to accept one of them or reject them all, that there 
was no area for negotiation. 

Mr. Courtney. And the source of your information is what ? 

Mr. Fenperson. Oral statements made to Dr. Brown and myself 
by Mr. Blauer on the day on which the rejections were announced in 
Mr. Blauer’s office. 
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Mr. Courtney. This is the second or final rejection ? 

Mr. Frenperson. No; this is the first go-round and the reason fo; 
rejecting those bids, on that day, was because they had held the bids 
were sealed bids, accompanied by certified checks, not subject to nego 
tiation: hard and fast bids. One of them, according to Mr. Blaue: 
would have to be accepted in toto or all rejected. 

Now, as to the second time around, apparently from the Under See- 
retary’s testimony before you last Saturday, at several points and on 
cross-examination, he indicated that he did not regard these bids a 
hard and fast bids; that the invitation is not as indicated on the cove: 
of it, and elsewhere, an invitation to bid; it was an invitation to get 
proposals and that these proposals were merely a basis for negotiations. 

Mr. Lucas. May I interrupt to read just what he said there on 
page 5, quoting from Mr. Alexander: 

Therefore on the second go-round, if you will permit me to call it that, the 
intention was to obtain proposals to be the basis for negotiation. There was no 
intention to obtain a hard and fast bid which would end the matter, take it 61 
leave it. 

Mr. Fenperson. In conclusion, I have two things to say. One is 
that if anyone was to be negotiated with, we feel that we should have 
been negotiated with. There were never any discussions with us by 
Army officials. ‘There was never any indication to us by Army off 
cials of any objections by the Army to us, and certainly there seems to 
have been a complete change in the Army’s attitude toward these bids 
between the first and second. 

The first time, when we were the high bidder, our bid and the others 
were rejected because the bids were bids and you could not negotiate. 
The second time, when we were not only the high bidder but the only 
bidder, our bid was rejected because it wasn’t a bid and you could 
negotiate. 

Mr. Lucas. Our next witness is Miss Hurt. 

Miss Hurr. My name is Nellie Hurt. I am presently assistant sec- 
retary of United Distillers of America, Inc. I was present in Louis- 
ville in the opening of these bids both in June and July. It is about 
the latter opening that I wish to make this statement. 

On July 24, 1951, I accompanied Mr. John Beardsley, vice presi- 
dent of United Distillers of America, Inc., to the office of the district 
engineer, Corps of Engineers, Louisville district, at 8830 West Broad- 
way, Louisville, Ky. At that place and at 11 a. m., Lieutenant Colo- 
nel Bidgood, an officer in the Corps of Engineers, presiding at a 
meeting, announced that he was going to open certain sealed bids in 
connection with the leasing of the Morgantow n Ordnance Works, lo- 
cated in Morgantown, W. Va. 

It was my understanding that these bids were made pursuant to 
certain invitations to bid published by the C orps of Engineers of the 
Department of the Army. There were about 25 people present in the 
room at that time. 

Among the bids opened was a document from the Mathieson Chem- 
ical Co. at Baltimore, Md. Colonel Bidgood scanned it and, after 
stating that this was not a bid, read as foliows from said document : 

Pursuant to the original invitation dated May 4, 1951, this company submitted 
its bid of June 12, 1951, for a lease of the entire plant. The amendment con- 
tained in your letter of June 25, 1951, imposes certain conditions as a result of 
which we have concluded not to submit a new bid at this time. 
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Moreover, there was no check accompanying this letter. 

Lieutenant Colonel Bidgood, after examining the contents of all the 
ealed envelops, announced there were three valid bids. ‘Two of these 
bids embraced the operation of the entire plant as a unit. One was 
made by Allied Chemical & Dye Corp. and the other by the United 
Distillers of America, Inc. The third bid was by Sharon Steel Corp. 
for only part of the plant, the coke-producing facilities. 

That is all, thank you. 

Mr. Courtney. Thank you. 

Are there any questions ¢ 

We will take a 5-minute recess. 

(Short recess. ) 

Mr. Courrnry. Let us proceed. Mr. Fenderson, had you finished / 

Mr. Fenprerson. Yes. 

Mr. Lucas. Dr. Hammer is our next witness. 

Dr. Hammer. My name is Armand Hammer. I am the chairman of 
the board of United Distillers of America, Inc., New Jersey; and 
president of the United Distillers of America, Inc., New York. 

The technical questions raised with regard to the qualifications of 
ow company have been answered by Dr. Brown. I would just like 
to add one thing. In the transcript of the testimony by the Under 
Secretary of the Army, the impression was created that we intended to 
engage Ebasco Engineering Co. I would like to point out that we 
did engage Ebasco Engineering Co. and we so advised the Under 
Secretary of the Army. It was not something that we were going to 
do. It was something we actually did. 

I would also like to point out that Ebasco Enginering Co. has a 
staff of chemical engineers in every phase of chemical operation run- 
ning into hundreds of engineers. 

Here is a list of engineers who are employed by Ebasco Services. 

I also think the fact they were employed by the Government with 
Dr. Brown to make this extensive report on the modernization of the 
Morgantown ammonia ordnance works is proof enough of the com- 
petence of Ebasco Engineering Co. 

So I do not think it is fair to characterize our company as having 
only two men; as Dr. Brown pointed out, the Army gave a lease to the 
Hayden Co. when they had nobody that knew anything about am- 
monia, and everything that the Heyden Co. did was done under the 
direction of Dr. Brown, who staffed the plant and picked the key 
men and operated the plant successfully. 

I might also add that everything Mathieson Chemical Co. has 
learned about ammonia they have learned from Dr. Brown, because 
Dr. Brown was the man who put Mathieson Chemical Co. in the am- 
monia business and built and started the first ammonia plant for the 
Mathieson Chemical Co. 

One other point which the Under Secretary raised was the estimate 
of Dr. Brown that it would cost approximately $750,000 to reactivate 
the plant or rehabilitate the plant to the extent it was necessary to put 
it in operating condition, whereas the Army’s figure was $4,400,000. 

We have never seen the details of the Army’s $4.400,000 estimate. 
This was variously stated in the testimony, anywhere from $2,000,000 
to $4,000,000, and Mathieson’s estimate was between $2,000,000 and 
$3.0060.000. 
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We would like to ask the committee to obtain from the Ary) 
and make available to us the details of that estimate. We feel tha 
it could not possibly cost as much as that in view of the fact that Dy. 
Brown knows that the plant was put away in excellent condition o1\ 
a little over a year ago and that a skeleton crew has been maintainei| 
in there by the “Army t to keep the plant in good condition. 

It would be a reflection on the Army if the plant deteriorated 1 
that extent that it was necessary to spend $4,400,000 on reactivat 
the plant when Dr. Brown says it should not cost more than $750.00" M), 

Above all, I would want to point out that the Army has neve; 
viven us a chance to sit down with them and discuss our technical com 
petence. If we were told that that was the principal reason or one of 
the reasons why our bid was rejected, we are sure that we could have 
given them enough proof that we could obtain the necessary per- 
sonnel to supplement the staff we already have. 

I might add also that it might be proper for the committee to i) 
quire regarding the technical staff that Mathieson has available. From 
the testimony I only saw the name of one man mentioned, Mr. Wright. 
and he was one of the three men that Dr. Brown selected and put into 
that plant when he took over the operation of the plant for the Heyden 
Chemical Co. 

Mathieson has a ver y small plant in Niagara Falls; they have a 
larger plant at Lake Charles. According to our information both 
those plants are fully occupied, and it seems to us that they woul 
have the same problem we have, going and getting additional per 
sonnel to operate the Morgantown plant. 

Mr. Courrney. Well, Doctor, is that a problem 4 

Dr. Hamner. No, we never considered it any problem at all. It was 
a surprise to us when we were told that it was a problem, and I know 
it was a surprise to Dr. Brown. 

As far as Mr. Bengis’ statement, that it might take more money 
than we could afford for the operation, is ¢ oncerned, I wonder if your 
committee has any idea how much money is involved in the operation 
of this plant, how much potential profit there is in this plant ? 

I have here the report of the Ebasco Engineering Co., and Dr. 
Brown, prepared for the Army on the modernization of Morgantown. 
This is the official report of the Government, and it shows in this re 
port that the cost of producing ammonia out of coke, that is, the 
present operation, before modernizaion, is $46.07 a ton. 

Mr. Courtney. That was what year, Dr. Hammer? 

Dr. Hammer. That was this year. 

Mr. Courtney. May I interrupt right there. This report has been 
referred to twice. It might be to the advantage of the committee to 
have it as a part of your presentation. 

Dr. Hammer. We will put that right in the record. 

Mr. Covernery. It will be exhibit No. : 3 for United. 

(The document was marked “Exhibit No. 3,” and is as follows:) 
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Exuistr No. 3 


MODERNIZATION OF AMMONIA PLANT, MORGANTOWN ORDNANCE 
WORKS, MORGANTOWN, W. VA., FOR DEPARTMENT OF THE ARMY, 
OFFICE OF THE CHIEF OF ORDNANCE 


FOREWORD 


This report dealing with the economics of modernizing production of synthesis 
gas at Morgantown Ordnance Works has been prepared in compliance with letter 
contract issued May 38, 1951, by the Office of the Chief of Ordnance, contract No. 
DA-49-010-ORD-5. 

Consultation with Foster-Wheeler Corp., stipulated in exhibit A accompany- 
ing the contract, occured at the initial stages of the study. However, time did 
not permit Foster-Wheeler Corp. to develop specific information pertinent to the 
Ebasco assignment for inclusion herein. This report is therefore independent of 
a parallel report to be submitted by that organization. 

Technical phases of the investigation. were conducted in collaboration With 
Dr. C. O. Brown, consultant. Information resulting from discussions with Mr. 
Charles Young, director, Department of Chemical Engineering, TVA, Dr. W, C. 
Schroeder, Chief, Fuel Section, Bureau of Mines, Mr. James A, Chalmers, and 
others, bas been used in the analysis. Their cooperation is hereby acknowledged. 


I, SUMMARY 
A. PURPOSE AND SCOPE 


This report presents the results of a study of the economic status of the 
Morgantown Ordnance Works, Morgantown, W. Va., with respect to the synthesis 
gas production facilities of the ammonia plant. The purpose of the study is to 
determine the advisability of modernizing the synthesis gas operation and to 
evaluate the effect of such modernization on the value of the plant for purposes 
of the Department of the Army and for leasing to a commercial operator on a 
long-term basis. 

The scope of the study comprises the determination of availability and cost of 
fuels other than metallurgical coal now used as the basis of production, and 
investigation and comparison of various processes, based on these alternate 
fuels, which could be economically adapted to the existing installation. 

The conclusions reached as a result of these studies represent the considered 
judgment of Ebasco Services, Inc., on the feasibility of the recommended con- 
version, and the advisability of making the additional capital investment in order 
to place the plant in a better position as an economic producer of peacetime 
operation, 

k. SUMMARY AND CONCLUSIONS 
1. Summary 

(a) History of project—The Morgantown Ordnance Works was initiated in 
1939 as a private venture of the E. I. du Pont de Nemours & Co. for the production 
of synthetic ammonia and methanol. In 1940, the project was taken over by the 
War Department prior to construction and completed substantitally as originally 
planned. The plant was operated by the du Pont Co. for the War Department 
until the end of 1945 when operations were suspended and the plant placed on a 
stand-by basis. The plant was reactivated in 1947 under the management of the 
Heyden Chemical Co. as lessee, to produce ammonia for the Army fertilizer 
program. Production ceased during 1950 and the plant is currently in stand-by 
condition. 

(b) Production cost record—The plant was originally located in Morgan- 
town on account of the existence of substantial supplies of coal of metallurgical 
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grade upon which the manufacturing process was based. Production cos;s 
were high during the war period by reason of war conditions and substantially 
higher investment and operating costs due in a large measure to the extremely 
high pressure used as a feature of the synthesis process. During the subse 
quent period of lessee operation, production costs reflected abnormally hig 
maintenance costs due in part to deterioration incidental to the nonoperating 
period. The cost of metallurgical grade coal had also advanced substantially 
beyond the price obtaining at the time of the design of the plant with serious 
effect upon the original economics of production. This grade of coal has been 
extensively merchandized for uses other than metallurgical and currently com- 
mands a premium price in addition to a much wider market than other grades 
having a larger sulfur content which are readily available in practically un- 
limited quantities in the area. 

The question of relative production cost per ton of ammonia may be best 
summed up by comparison of the average direct production cost of 1944 of 
$31.14 for Morgantown against the average of all other Ordnance Department 
producing units of $27.17. Production cost at the end of 1949 ranged from 
$54 to $60 per ton. 

(c) Need for modernization-—The plant represents a large investment in 
public funds and has important potentiality for production for national defense. 
It is considered desirable to find another fuel to replace the metallurgical coal, 
now at a premium both as to price and availability, and to make such minimum 
changes in equipment and operating procedure as may be required to utilize 
this fuel. In order to preserve the usefulness of the plant to the Department 
of the Army as a defense facility, it is considered necessary to place the plant 
on a better footing as an economic unit of the chemical industry, thus assuring 
greater interest on the part of industry operators to undertake commercial! 
production on a long-term lease basis. 


2. Conclusions 


(a) Recommended conversions.—It is recommended that on the basis of analy 
ses of fuels and processes treated in detail under sections II, III, and IV of this 
report, the facilities for production of synthesis gas should be changed to the 
process of reforming natural gas including the use of natural gas as a fuel for 
the reforming furnaces. The equipment recommended is the outside-fired tube 
reformer using a nickel catalyst. The equipment to be added contemplates 
utilization of the available capacity of the hyper compressors with minimum 
alterations to other existing facilities, including the boiler plant, which will 
continue to be operated on coal fuel. Selection of fuel and equipment has been 
based upon ammonia production of 725 tons per day for 360 days per year, or 
approximately 260,000 tons annually. 

(b) Hstimate of capital cost—The capital investment necessary to place the 
plant in operating condition on the converted basis, exclusive of the cost of 
reactivating the plant as a whole, is estimated at $5,885,000. This figure includes 
an allowance for pipeline, engineering, starting-up expense, and contingency. 

(c) Estimated cost of synthesis gas.—Preliminary figures on production cost 
of synthesis gas have been calculated without benefit of detailed design or firm 
cominitments with respect to fuel or mechanical installation. On this basis the 
indicated production cost before depreciation and administrative costs, is esti 
mated at approximately $9.12 per ton of ammonia, based upon a natural gas cost 
of 26 cents per M. c.f. This figure includes natural gas pipeline operation and 
maintenance cost estimated at 6 cents per ton of ammonia. A saving of approxi- 
mately S88 cents per ton of ammonia would be realized if byproduct gas from the 
coke ovens is to be available for use as fuel for the reforming furnaces, based 
on an assumed cost of this gas of 11 per MM B. t. u. 

(d) Economic status of modernized plant.—It is not anticipated that the 
recommended conversion would have the effect of making the plant one of the 
lowest cost producers, or that it would insure it would be made highly attractive 
to an industry operator on a lease. However, it is considered reasonable to 
anticipate working out an arrangement whereby the interest of the Department 
of the Army and that of a responsible commercial operator could be made to 
coincide. 

It is our considered opinion that, provided the Department of the Army makes 
the investment in engineering and construction as recommended, the status of 
the plant for both purposes will be improved sufficiently to justify the added 
investment. This opinion is supported by specific investigations conducted for 
this assignment and by business and engineering judgment resulting from other 
analyses involving similar considerations. 
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II. FUELS 


A. NATURAL GAS 
1. Quantity requirements 
The quantity of natural gas required for synthesis gas production for process 
purposes and for fuel in reformer furnaces is calculated for a production rate 
of 725 tons per day for 360 days per year. In the process, based upon reforming 
of natural gas of low nitrogen content, with steam over a catalyst in alloy 
tubes, using outside-fired tube reformers, the following unit quantities apply : 


Consumption of natural gas (M ec. f.) 





Per ton NH3 | Per day | Annually 
OE ES A eR RRS SED 21.0 | 15, 200 | 5, 472, 000 
Finigeeer we ee PONIIO.. 5 3 3 os soc ce cence 10.5 | 7, 600 2, 736, 000 
—E — | . oun - a ee 
31.5 22, 800 8, 208, 000 


Tebel snaineNOs «in nc cisenincnecomacnchecagues 


Heating gas may be on an interruptible basis but process gas must be on 
firm supply unless storage can be provided for periods of interruption. Mini- 
mum storage requirement would be the equivalent of 30 days operation or ap- 
proximately 700,000 M e. f. for all purposes or 465,000 M c. f. for process gas 
only. For volumes of this magnitude, only underground storage may be con- 
sidered practical from a cost standpoint. 

The consumption figures indicated above are currently being realized by 
plants operating at 350 atmospheres pressure. Actual Consumption may be 
affected by relative efficiency of operation, type of synthesis process, and other 
factors, by aS much as 20 percent. However, the quantities indicated do repre- 
sent industry experience. 


2. Availability 

(a) Sources of supply —A number of natural gas transmission and distribu- 
tion companies operate in the Morgantown area, among them being Hope Natural 
Gas Co., Equitable Gas Co., Manufcturers Light & Heat Co., and Texas Eastern 
Transmission Corp., as shown on map included in appendix. 

The distance from the Texas Eastern Transmission Corp. lines to Morgantown 
is approximately 25 miles. For the volumes involved an 8-inch pipeline would 
be required. Under normal conditions the cost of such a pipeline would be 
approximately $600,000 but this cost might be increased for abnormal conditions, 
such as river crossings, rough terrain, and rock. 

(b) Underground storage.—Equitable Gas Co., in February 1950, reported 18 
storage pools in this area, of which 6 were proven and the others being tested 
or under preliminary study. Some of these are not far from a possible connec- 
tion between the Texas Eastern Tranmission system and Morgantown. 

Storage facilities to permit purchasing of gas on an interruptible basis might 
well be the key to obtaining an adequate supply of natural gas. There is a 
shortage of transmission capacity during the heating season, but gas has been 
available for storage and interruptible sale off-peak. The feasibility of this 
approach would depend on the location and availability of a suitable under- 
ground structure. In the time available and the scope of the assignment it is 
impossible to arrive at a definite conclusion as to this possibility. 

Information on operating costs of underground storage indicates $0.026 to 
$0.0375 per M ec. f., in-and-out, where relatively large volumes are handled. 
Assuming that interruptible gas could be purchased at a saving of $0.05 per 
M ec. f., the annual reduction in the cost of process gas would be approximately 
275,000. The in-and-out cost for a small-storage project might be in the 
neighborhood of $0.10 per M ec. f., or $50,000 per year for the storage volumes 
assumed. Fixed charges on the storage project might range from $75,000 to 
$150,000 per year. It would appear that a reduction of from $75,000 to $150,000 
per vear in the cost of gas might be realized by auch an operation. 


3. Cost 

Hope Natural Gas Co. have indicated their willingness to supply firm and 
interruptible gas at their published rates for Morgantown of $0.40 per M e. f. 
If gas could be purchased from Texas Eastern Transmission Corp., it would 
probably be at their published zone 1 rate for firm gas of $1.50 per M e¢., f, of 
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demand per month plus a $0.21 per M ec. f. commodity charge. The rate for 
interruptible gas is $0.21 per Mec. f. It is our understanding that Texas Eastern 
has not sold gas directly to industrial customers but are selling such gas for 
power plant use. It would appear reasonable to expect that firm gas require- 
ments of this plant could be obtained within the range of $0.26 to $0.30 per M ce. f. 


B. LOCAL COALS 
1. Quantity requirements 

Supply of coal for operation of Morgantown Ordnance Works, if modernized 
on coal-gasification basis, would require deliveries at rate of approximately 2,200 
net tons per day. Of this amount, 1,120 tons wotld be required for the gasifica- 
tion plant and about 1,080 tons for boiler plant operation. Aggregate annual 
requirements would be of the order of 800,000 tons. 

2. Available supplies 

Sources from which these requirements could be most economically supplied are 
mines, in Monongahela County, W. Va., which have facilities to permit loading 
into barges for movement up or down the Monongahela River. The number of 
such mines is small in comparison to those which can originate rail shipments 
on either the Baltimore & Ohio or the Monongahela Railroads. 

Two of the large producers of commercial coal in the area are Pittsburgh 
Consolidation Coal Co. and Eastern Gas & Fuel Associates. The former has 
seven operating mines within a 10-mile radius of the Morgantown Ordnance 
Works, of which two are equipped to originate river shipments. Eastern Gas 
& Fuel has no river mines, but can load for rail movement. Of the total annual 
shipments from Monongahela County mines, roughly 5 to 10 percent is water 
borne, railroads moving the most of the remaining tonnage. 

The availability or nonavailability of water-borne coal for the Morgantown 
Grdnance Works requirements is of importance and may affect the delivered cost 
of fuel by 2 cents or more per million B. t. u. Coal is now supplied to the 
ordnance works by Pittsburgh-Consolidation Coal Co. from a mine 7 miles up- 
stream from the plant, at a water transportation charge of $0.40 per ton. The 
other Pittsburgh Consolidation Coal mine equipped for river loading is within 
4 miles of the plant, which presumably would carry a lower transportation 
charge. In contrast, the minimum rail freight—applying to distances up to about 
15 miles—is $0.88 per ton. 

Delivered cost 

Since it is expected that, if modernized, it will be up to 2 years before ship 
ments in volume would be required for the Morgantown Ordnance Works, indica 
tions only of probable coal cost are all that can be obtained today. Also the 
price of the coal f. o. b. mine will vary according to purchase specifications. 

(a) Low sulfur content—Coals having sulfur content not exceeding 1.5 per 
cent are classed as metallurgical and command a higher price than other coals 
having higher ash and sulfur contents, which are abundantly available. Such 
metallurgical coals are becoming scarcer because of depletion of reserves. Mor- 
gantown Ordnance Works is now -purchasing coal of metallurgical grade at a 
delivered cost of $4.80 per ton, including $0.40 per ton river transportation. 

(b) Other grades.—TYhe current price of Pittsburgh seam commercial “slack” 
at Pittsburgh-Consolidation mines in the Morgantown area is $4.25 per ton 
Typical analysis of this coal is: 

Percent 


Moisture ses ve " oa me aCe ae gi: : 3.8 
Volatile matter ___- rk § a 2m RA 386. 5 
Fixed carbon_—_- “e 2 wee td -aiwee rts ab 51.5 
Ash es See ; Ae Se oe ve, ta ak ae 8. 2 

100, 0 
Sulfur ee : ‘ p23 ee & bt SO 2. o 
Heating value, B. t. u. per pound__- : cae : pen wy Os tO 


Pittsburgh seam coal in Monongahela County shows an average grindability of 
64, and a fair value for ash-souftening temperature is 2,200° F. 

Although the bulk of coal production in the Morgantown area is from the 
Pittsburgh seam, there are a few mines working the Sewickley seam. This coa! 
is generally considered inferior to the Pittsburgh seam and sells for about $0.50 
per ton less at the mine. Comparative delivered cost would depend on the 
transportation charges involved 
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There is also some production of strip coal in the Morgantown area. Such 
coal usually sells for a lower price per ton and per million B. t. u. at the mine. 
Availability in a particular area, however, is much less stable than coal deep 
mining operations. Strip coal is trucked to point of consumption, or it may be 
hauled to a railroad loading point for shipment. Truck movement at the rate of 
2,200 tons a day to a single delivery point is impracticable, so a combination of 
truck-rail or truck-river movement would doubtless have to be adopted. This 
makes it difficult to estimate what transportation costs would be. Therefore, 
it appears prudent, until a more thorough investigation of fuel supply can be 
made, to predicate economic analysis on cost of deep-mined Pittsburgh seam 
coal, 

C. Bypropuct CoKE OVEN GAS 


At Morgantown there is an installation of 74 coke ovens. These ovens produce 
byproduct gas of which about 4,700 cubic feet per ton of coal charged is used now 
to underfire the ovens, leaving 6,000 cubic feet per ton of coal charged or 8,000 
M ec. f. per day surplus. The surplus gas is available for any use and at present 
is being flared to atmosphere. In the recent past this gas has been used as fuel 
in the boiler plant, at a cost of $0.111 per million B. t. u. It is apparent that this 
gas can be used to heat the “tube reformers” effecting a saving, compared to 
using natural gas at 26 cents per million B. t. u. 8,000 M ce. f. oven gas will cost 
$480 per day and the equivalent 4,300 M e. f. of natural gas will cost at the 
reformers $1,118, thus saving $0.88 per ton of ammonia. 

There are other uses for the coke oven gas, but its use should be considered 
in any plan for modernizing because it can be used efficiently and should be 
available at low cost. 

D. GENERAL COMMENTS 
1. Natural gas situation 

To sum up the natural gas situation, the Morgantown plant is located in an 
area where gas could be made available. It is well known that the requirements 
of the surrounding area have for some years exceeded the West Virginia, Ken- 
tucky, and Pennsylvania production. Additional gas is being purchased from 
various transmission systems to supply the excess demand. It is therefore ap- 
parent that gas for this project would of necessity come from one of the large 
transmission systems, whether purchased direct or through one of the companies 
operating in the area. It is possible that additional transmission facilities may 
be built through this area by the time required if considered a wartime necessity. 


2. Local coal situation 

A map of the coal-producing counties in vicinity of Morgantown, included in 
appendix, carries a tabulation of production tonnages for 1948; these figures are 
a close indication also of quantities produced in 1949 and 1950. In Fayette and 
Greene Counties in Pennsylvania captive-mine tonnage constitutes some two- 
thirds of the total. It is for this reason, «nd because of additional transporta- 
tion cost, that Monongahela County is considered the economical source. 

uel for the steam-boiler plant, can of course, be purchased under less exact- 
ing specifications in any event; so, only the coal supply for synthesis gas manu- 
facture is involved. 

Another map in the appendix of the Monongahela River Valley in northern 
West Virginia shows location of mines of Pittsburgh-Consolidation Coal Co. and 
some others on or adjacent to the river. 

Concerning the imminence of a shortage of coking coal in the Morgantown area, 
it is generally known that reserves of the better grade coking coal are far less 
plentiful than those of the coals of high-sulfur content and poorer coking quali- 
ties. However, today Pittsburgh-Consolidation Coal Co. is selling low-sulfur 
coking coal to the Morgantown Works at a mine price only $0.20 per net ton 
higher than applies to the high-sulfur coal from nearby mines. When, how 
fast, and to what extent that differential between cost of low- and high-sulfur 
coal will increase cannot be predicted. That subject alone would call for much 
further investigation in order to permit making any forecast. 

It is believed that coal of substantially the grade now being used at Morgun- 
town will be available for years to come, although the price premium over cost 
of high-sulfur coal will doubtless increase. 

If the Morgantown Works are to remain a reserve source of ammonia because 
of inability to compete in peacetime with plants using natural gas as a raw 
material, the increase in premium price for low- versus high-sulfur coal may 
prove insufficient to warrant the investment to modernize to a coal gasification 


basis. 
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3. Other fuels 

Oil as a fuel represents a high-cost energy source. Assuming a price for heavy 
fuel oil as low as $2.10 per barrel in the Pittsburgh area, the cost per million 
B. t. u. would be about 33 cents as compared to about 18 cents for coal, 26-80 
cents for firm natural gas, and 21 cents for interruptible natural gas. 

Furthermore oil is not used in this country as yet for the present methods of 
synthesis gas manufacture are not able to handle manufacture of synthesis gas 
on a commercial oil. 

Liquefied petroleum gases are even higher in cost and would constitute a 
major problem in the maintenance of supply. 

Coke breeze is available generally in the Morgantown area. A problem would 
exist in collecting adequate quantities from diverse sources. Its use would 
require an oxygen plant and additional water-gas equipment. 

Preliminary consideration of these fuels on the basis of the foregoing indi- 
cated that they were not economically feasible for further consideration. 


III. PRINCIPAL PROCESSES 


A. NATURAL GAS 
1. Industry experience 

The first synthetic ammonia plant based upon the use of hydrocarbon gases 
was built by the Shell Chemical Co. in 1928. This plant demonstrated the basic 
economies inherent in the use of hydrocarbon gases as a raw material for the 
production of hydrogen. It was demonstrated there was a distinct advantage 
in the manufacture of hydrogen from such gases because of the high yield. Hy- 
drogen, rather than nitrogen, has always been the dominant factor in the pro- 
duction of ammonia. In the early history of synthetic ammonia, it was also 
proven that various sources of byproduct hydrogen were economically important. 
It was not until the defense program of 1940 that synthetic ammonia plants 
based upon the use of natural gas were built. The experience of the industry 
in the operation of these plants has been highly satisfactory, economically, and 
processwise. The lowest cost synthetic ammonia on record has been produced 
in a relatively small plant using natural gas in Alberta. Direct production 
costs of about $16 per ton of ammonia were reported in this plant in the early 
1940's. Since that date production costs have risen more sharply in the solid 
fuel plants than in the plants based upon natural gas. 

2. Existing installations 

The two types of ammonia plants using natural gas in the United States are 
those which were based upon natural gas from their inception and those which 
were converted from the use of coke or byproduct gas. The characteristics of 
plants designed to use natural gas are as follows: 

Shell Chemical Co., Pittsburg, Calif —This plant uses refinery gases of high 
molecular weight in cyclic reformers of their own design, with a fixed catalyst 
bed. 

Dow Chemical Co., Pittsburg, Calif—This plant uses byproduct hydrogen gen- 
erated by caustie-chlorine cells of usual design. 

Heroules Powder Co., Pittsburg, Calif —This plant uses natural gas reformed 
in tube reformers designed by J. M. Shapleigh and called the Shapleigh furnace. 
The tubes contain a nickel catalyst. 

San Jacinto Chemical Co., Houston, Texr—This plant uses natural gas re- 
formed in tube reformers of Shapleigh design using a nickel catalyst. 

Cactus Ordnance Works, Dumas, Texr.—This plant, now operated on a lease 
by the Phillips Chemical Co., uses Chemical Construction Corp. tube reformers 
of the older rectangular design with a nickel catalyst. 

Spencer Chemical Co., Pittsburg, Kans.—This plant uses natural gas, reformed 
in tube reformers of Chemical Construction Corp. rectangular design, over a 
nickel catalyst. 

Lion Chemical Corp., Eldorado, Ark.—This plant uses the same equipment as 
Spencer Chemical Co. 

Commercial Solvents Corp., Sterlington, La—-This plant uses natural gas, 
reformed in tube reformers of M. W. Kellogg design, heated in rectangular 
furnaces, and uses a nickel catalyst 
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Vathieson Chemical Corp., Lake Charles, La.— This plant uses M. W. Kellogg 
tube reformers similar to those used in the Commercial Solvents plant. 

These plants have had very successful operating records. Some older ammonia 
plants in the United States which were designed for the use of coke have recently 
been converted to natural gas. In most cases, the conversion consisted simply 
of substituting natural gas as a source of process hydrogen and for heating the 
reformers. Steam and electric power-driven equipment already in the plant was 
not changed. 

The plants making this type of conversion are: 

The Spencer Chemical Co., Henderson, Ky.—This plant replaced water gas 
sets with Chemical Construction Corp.’s new round furnace tube reformers. 

The Tennessee Valley Authority, Wilson Dam, Ala.—This plant replaced water 
gas sets with Chemical Construction Corp.’s new round furnace tube reformers 
for 250 tons of ammonia per day. 

Allied Chemical & Dye Corp., Hopewell, Va.—This plant is about to change from 
coke-based operation to natural gas; details of the reformer have not been an- 
nounced. 

The du Pont plant at Belle, W. Va., has found the cyclic use of coke both un- 
economical and unsatisfactory from supply standpoint and has modified their 
process by changing to a mixture of steam, oxygen, and coke in a continuous 
process. By this change a larger make of gas is obtained from their gas plant at 
a lower unit consumption of coke. 

Studying these existing installations it is seen that two types of reformer 
furnaces and processes have been used. The older one is the so-called cyclic 
reformer used by Shell Chemical Co. of their own special design. Use of this 
process would require all new construction for the reformer plant. There is 
another cyclic reformer and process developed and now offered by the United 
Engineers & Constructors, Inc., of Philadelphia which could be used at Morgan- 
town by converting the 13 existing water gas sets and adding two new sets. 

3. Investment and production cost estimates 

(a) The U. G.I. cyclic catalytic reforming process.—This process was designed 
to use standard water gas sets, which are found in considerable numbers in 
city gas plants for reforming natural gas to a suitable town gas. The availability 
of natural gas to these towns makes it necessary to either reform the gas in a 
new reforming plant requiring a new investment or by adapting the present 
water-gas sets to become themselves reformers. This process is well proven for 
the manufacture of town gas.. In town gas manufacture there is no need to 
minimize the methane and nitrogen content as is for synthesis gas. Therefore 
the process as required at Morgantown has not yet been fully seasoned and 
demonstrated. 

The Morgantown Ordnance Works is already equipped with excellent water 
gas generators followed by ignitors or combustion chambers and waste heat 
boilers. The cost of converting one S-foot ID set over to a cyclic reformer has 
been estimated at $270,000 including the interpiping changes but not the natural 
gas piping outside of the set area. Based on converting 13 sets at one time, the 
cost might be 7 to 8 percent lower than this figure or approximately $250,000 
per set, including a paid-up royalty. The operation of the set uses the generator 
as a combustion chamber, burning a gas substantially free from sulfur, with 
the hot products of combustion passing through the catalyst bed raising its 
temperature several hundred degrees higher than the temperatures attained 
in the tube reformer process. This excess stored heat is available to supply 
the endothermic heat of reforming methane, When this heat has been exhausted, 
and the temperature of the catalyst bed reduced to the starting level, the cycle 
is changed to air combustion and the process repeated, The cycles are shorter 
than in the water-gas process and the amount of purging somewhat greater. 

Several different types of operation have been studied and results are shown 
in the following table. 


Performance data of cyclic catalytic reformers 


Case No. 1. Actual operating results on the 12-foot OD existing unit when 
producing a low-methane content reformed gas. 

Case No. 2. U. G. IL. estimate of the capacity and efficiencies when producing 
a high nitrogen-content gas (22 percent) suitable for ammonia synthesis. 











100 PROPOSED LEASE OF MORGANTOWN ORDNANCE WORKS 


Case No. 3. U. G. I. estimate of the capacity and efficiencies when producing 
a minimum nitrogen-content reformed gas suitable for methanol. Actual results, 
case No. 1, for the 12-foot unit and calculated results for cases No. 2 and No. 3% 
for both the 12-foot and the 11-foot units are given as follows: 


Pilot-plant data | Morgantown sets 
Size of set 12’-0’" OD— Size of set 11’-0’’ 
10’-0" ID OD—9’-0" TD 
Column Ni . . (1) (2) 3) (4) {o) 
Case No : - iy 2 3 2 3 
Reformed gas capacity, M. c. f. per day 5, 160 6, 000 4, 700 4, 850 3, S00 
Natural gas used per M. c. f.: | 
For heating 92 | 70 144 70 144 
For process és 250 228 281 228 28] 
Total iis Seal 342 298 425 | 298 425 
Analyses of reformed gas 
CO? , percent 6.5 7.2 6.1 7.2 6.1 
O» do 2 1 1 ." 1 
CO do 20.1 17 22. 6 | 17.5 22.6 
Ho ‘ do 59.9 | 52. ¢ $2.1 | 68. I 
CH, : do 9 | ¢ 1.0 | 9 | 1.0 
No : do 12.4 | 22.2 | 2.1 | 22.2 | 2.1 
Total percent Peeccihiniecadalons 100.0} 100.0 | 100.0 | 100.0; — 100.0 
| | 


It should be noticed that the low or minimum nitrogen and methane gas con- 
tain approximately 2.2 percent of nitrogen and nine-tenths of 1 percent of 
methane. Whenever the Morgantown plant must produce methanol, these two 
inerts would increase the unit amount of gas passing through the compressor 
per unit volume of methanol produced and thereby reduce the capacity of the 
plant to some extent. The pilot plant work and other experimental tests have 
demonstrated that the units operated under any of the conditions given in the 
preceding table are self-supporting in the generation and use of steam. 

The capital investment required to convert the Morgantown water gas plant 
to the U. G. L. cyclic catalytic reforming process is set out below. 


Estimated investment cost—cyclic catalytic reformers—capacity—725 tons NH 
per day 

Erected cost 

Site preparation____________ Soe SE eat SO ee ee None 
Water gas set conversion (13 at $250,000) te pessiewavab'vcres ty aL OUD 
2 additional new reformers with waste heat boilers and piping_----_ 1, 250, 000 
Minimum alteration to piping, ete_________ chat en Ee ADEE 300, OOO 
25-mile natural gas pipe line______ SA ESAS Ee ese A, Seine ee oor a 600, 000 
Engineering and indirect construction costs__________--______ 250, 000 
gg RRR Ais BES ks ET a eee 400, 000 
Total asad egies as , 2s __ 6,050, 000 
co nie ae Se ee st aae es Fe A oP oe 600, 000 


See eB ees 6, 650, 000 


Total installed cost_____ = 


The equipment figures above include a paid up royalty for use of the process 
No gas holder has been included for natural gas because the gas will be re- 
ceived under pressure and it is desired to conserve this pressure for process use 

The cost of production of reformed natural gas in cyclic reformers has been 
studied for Morgantown conditions and is as shown in the table below. 
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Production cost—U. G. I. cyclic catalytic reforming—725 tons NH; per day 


Per Me. f. , 
Items Per day of NH! syn-| Per ton of 
r thesis gas ammonia 


Raw materials: Natural gas, 23,300 M c. f. per day, at $0.26 per 


M c. f ne $6, 058 $0. 079 $8. 35 
Labor, maintenance, utilities, supplies and supervision 3, 858 . 050 5. 31 
Catalyst costs : : 386 . 005 53 

Total Spach eat tics athens eee 10, 302 134 14.19 


Ammonia synthesis gas has nine-tenths of 1 percent of inerts, and methanol 
synthesis gas has 2.1 percent of nitrogen. The cost of (O+H: by this process 
from $0.26 M. ¢c. f. natural gas is $0.192 per M. c.f. The nitrogen content is 
appreciably higher than in ordinary water gas. 

(b) Tube-reforming process.—The tube-reformer equipment has had a stand- 
ard design for several years, consisting of a rectangular furnace with low-heat 
capacity walls, roof and floor, taken almost directly from the petroleum industry. 
In this roomlike furnace, the 6-inch ID alloy tubes were placed vertically in a 
row at a fixed distance from each wall, each tube projecting through the roof 
and floor. After 15 years of this type of construction a round design has been 
developed which is more efficient and more economical. 

Based upon this design, we have studied the requirements for Morgantown, 
developing the following costs from recent estimates, and from actual figures of 
recent construction. 

The capital investment required for the recommended process of reforming 
natural gas in tube reformers includes the primary and secondary reformers, 
waste-heat boilers, and appurtenances. Also required is a pipeline of 8-inch 
diameter and about 25 miles long in order to provide transmission line natural 
gas at the rate of $0.26 per M. c. f. A summary of capital investment items is 
given below: 

Investment costs—tube-reformer process 
Erected cost 





Reformer installation complete____- Cees 8 ee oe 3s Ee 
Mint Alieraiion lo. piping, ete... ne oe --- ee a 400, 000 
25-mile natural-gas pipeline__- en ee ne ee 600, 000 
Engineering and indirect construction costs___._-.....--._-_--._-_- 250, 000 
Starting-up. expense ___- I REE eee SA See ee LSS ee ee a 200, 000 

4 2 EP ee ee ee EE 
i, as EE ee eae ed ee ER TY, ee ae ee 535, 000 

oe OC a | ee eee ees aie fe ieee Ee Oe lee See oe ae _. 5,885,000 


This cost represents all new construction required but is predicated on using 
the present converted gas mains, coolers, scrubbers, valving, and gas holders. 

The tube-reforming process is carried out in contact with a nickel catalyst 
inside alloy tubes, while heated to 1,900° IF. Natural gas, purified to a sulfur 
content of not over 1 grain per 100 cubic feet is mixed with an excess of steam at 
the same pressure as the gas, then passed down each tube in parallel and out 
the bottom to a header. Each volume of methane is reformed to one volume of 
carbon monoxide and three volumes of hydrogen. The kinetics and equilibrium 
of the reaction are favorable to production of a low concentration of carbon 
dioxide. By mixing a small amount of carbon dioxide with natural gas and 
steam, a reformed gas having the required ratio of 1 CO to 2 H2 for methanol 
synthesis is obtained. When making a 22-percent nitrogen gas for ammonia, 
air is added to the converted gas before entering the secondary reformers, raising 
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the temperature to a point of low CO, equilibrium and yielding a gas very low 
in methane of about three- to four-tenths of 1 percent. Oxygen is reduced to less 
than one-tenth of 1 percent on a clean catalyst. One volume of methane plus one 
volume of steam theoretically will yield four volumes of CO+H:. In actual 
operation the expansion obtained on reforming is 3.88. 
A typical analysis by volume of reformed gas, from a low-nitrogen natural gas 
is as follows: 
Percent 


Carbon dioxide pe —_ - 3 Pe eRere 9. 40 
Carbon monoxide__- Ce id at : : east Oo a ae 
Hydrogen oe sie Sih chlorine UE 
Methane__ arm ee ae Te a ave : ; ‘ei we 
Nitrogen z Seer ics = ER 

6S RS ee ee, ee one en oe os sith ule misel es AO 


The cost of production of reformed natural gas in tube reformers has been 
studied for Morgantown condition and is shown in the table below. 


Production costs—tube-reformer process—capacity 725 tons NH; per day 
Per M c. f. 


Item Per day jof NH? syn- 
thesis gas 


Per ton of 
ammonia 


Natural gas for process, 15,200 M ec. f. per day, at $0.26 per M ec. f j $3, 950 $0. 050 $5. 45 
Natural gas for fuel, 7,600 M ec. f. per day, at $0.26 per M c. f 1, 980 . 025 | 2. 73 
Catalyst 120 | . 002 .16 
Utilities and chemicals 70 001 | .19 
Steam credit, 1,160 M pounds, at $0.30 per M pounds ; (—350) (—..004)| (—. 48) 
Labor, 7 men per shift, at $1.75 per hour pee 2%) .003 | . 40 
Maintenance ere ™ 320 . 004 | 44 
Supervision, overhead, and insurance._._._____-. 190 . 002 . 26 
Total tube-reformer operating costs 6, 570 . 083 9. 06 
Pipeline operation and maintenance, at $600 per mile per year on 25 
miles of 8-inch pipe......-...- 4{) . 001 06 
Total direct production cost 6, 610 . OR4 9, 12 


These costs, based upon approximately 54,150 M ec. f. per day of CO+He are 
equivalent to $0.122 per M ¢. f. of CO+ He. 

A saving in natural gas used as fuel for reformers can be obtained if coke oven 
gas is available by substituting this fuel for part of the natural gas fuel require- 
ments. The amount of potential savings is set out below (based on 2,000 M e. f. 
per day of excess coke oven gas of 540 B. t. u. at $0.11 per MM B. t. u. equivalent 
to 4,300 M c. f. per day of 1,000 B. t. u. natural gas) : 


Credit for use of coke oven gas (4,300 M ¢. f. per day of natural gas 
at $0.26 minus $0.111 or $0.149 per M c.f.) : 
a ae eee ere eee RE ee TL A eens en = $638. 00 
Per M c. f. of NH; synthesis gas_________- rage Cie, ees . 0O8 
pe 1 Ee eg 5 i ah SSE as ve ena Cee . 88 


The manufacture of synthesis gas in tube reformers reforming natural gas 
will result in savings as compared to the cost of synthesis unit feed preparation 
when operating water gas sets on coke. 

Part of the savings come from a lower content of carbon monoxide which 
requires less high pressure steam for the shift conversion reaction. These sav- 
ings have been calculated on a preliminary basis. The carbon monoxide content 
of synthesis gas made from natural gas reforming is 14.4 percent as compared 
to the value in semiwater gas of 34 percent. The resulting steam savings is 
estimated to be about 3,220,000 pounds per day. The monetary savings at $0.30 
per M pound of steam would be $960 per operating day or $1.32 per ton of 
ammonia. 

Further credits come from savings in sulfur purification costs on the synthesis 
gas which would not be required when reforming natural gas. Assuming a direct 
expense for the operation of the sulfur purification equipment of $0.0113 per 
M c. f. of synthesis gas, the savings would be on a preliminary basis about $890 
per operating day or $1.23 per ton of ammonia. 

The production cost of synthesis gas using natural gas in the tube-reforming 
process has increased each year since the start of operations of the various 
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plants. The increase, however, has not been uniform due to the fact that the 
price of gas held for several years after the plants started operation. 

Labor has also increased, but the labor item in the manufacture of synthesis 
gas by the catalytic-reforming process is a very minor one, the cost of gases and 
fuel being the major item. Raw materials other than gas used in the reforming 
process are of minor magnitude. However, the following costs are believed to 
be accurate representing the direct operating cost per ton of ammonia for syn- 
thesis gas produced by reforming natural gas in 1944 and in 1950. 





1944 1950 
Commercial Solvents Corp., at Sterlington, La...............--- a ‘ $4. 49 $8. 50 
Spencer Chemical Co., at Pittsburg, Kans__. pF apt Ae Ee Se > 6, 58 8. 63 
Lion Chemical Co., at Eldorado, Ark. -_.- atanine idee tabi ae aea at 5. 74 | 7.39 


B. COAL GASIFICATION 


1. Research and development 

The principal objective of development programs seeking to gasify coal directly 
is to obtain low-cost synthesis gas for the manufacture of liquid fuels. When 
this industry is developed it will have to be operated on a scale of unprecedented 
magnitude and will require enormous quantities of gas. Development work on 
gasification processes is now being pursued vigorously because of the importance 
of these processes to future national security. At the present time, however, 
there are no commercial plants in existence. 

2. Available processes 

Coal as such has not been used in any physical form for the production of am- 
monia on a commercial basis in the United States up to the present time. How- 
ever, in Germany, coal, in some instances of low quality, has been used for the 
production of synthesis gas in full-scale plants. This development was forced 
by the shortage of higher grade fuels. For economic and technical reasons it 
has not been desirable to apply these German processes directly to ammonia 
plants in this country. It is necessary to improve and perfect these processes 
to attain maximum efficiency and utility from our coals before such processes are 
applied commercially. 

There are several gasification processes which offer promising possibilities. 
The Koppers Co. has taken over a German synthesis gas process, now called the 
Koppers-Totzek process, and is developing it in Pittsburgh. Briefly this process 
takes run-of-mine coal and crushes and pulverizes it to 90 percent through 200 
mesh, The pulverized coal is then injected into a convertor with air or inert gas 
where the coal immediately contacts a limited amount of oxygen. Combustion 
takes place immediately, raising the temperature of the coal particle to approxt- 
mately flame temperature of complete combustion, or about 3,600° F. Pre- 
heated steam thus contacts the coal at maximum temperature after the com- 
bustion with oxygen has been completed. The heat contained in the steam and 
hot-coal particle supplies the heat or reaction of the water-gas process, resulting 
in decomposition of the steam and gasification of the coal particle to carbon 
monoxide and hydrogen. Ash is blown out with the gas at lower operating 
temperatures, or is fused and tapped out as liquid slag at higher temperatures. 
Composition of the gas differs from a typical blue water gas in that it contains 
a higher proportion of carbon dioxide and hydrocarbon compounds. Under 
easily obtained conditions a gas can be produced by this process, of a composition 
very near to the gas which has been used at Morgantown, made from coke. This 
process requires oxygen while the older water-gas process obtains the same 
heat, and for the same purpose, by an intermittent combustion period using 
excess air. The advantages of this process are really the substitution of finely 
pulverized coal for a fixed bed of coke, the substitution of a small amount of 
pure oxygen for the forced blasting of larger amounts of air, and a continous 
process for a evyelic one. 

A second process utilizing coal is available in which, as before, the coal is 
pulverized and injected into a gasification chamber where the gasification takes 
place while the coal is in suspension in a highly turbulent manner. This process 
has been developed by the Bureau of Mines in the Morgantown Experimental 
Station, in a large and well-operated pilot plant. A gas is produced by this 
method for the manufacture of synthetic ammonia without the use of oxygen. 
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The endothermic heat for this reaction is supplied entirely by preheating the 
coal to a modest extent without appreciably starting decomposition of the coal 
and more particularly, by preheating steam to a very high temperature. This 
excess heat in the steam is utilized as a source of the endothermic heat required 
by the reaction, which can be increased or decreased by the use of a varying 
excess of the superheated steam. In the Kopper’s process endothermic heat 
is supplied almost wholly by oxygen combustion and only a minor amount by 
preheat in the steam and oxygen. In the Bureau of Mines process the heat is 
supplied at a very high temperature level at the instant of contact, while by 
oxygen combustion in the Kopper’s process is developed only as combustion 
progresses. The basic principles of both processes have been proven but details 
of process operation such as materials of construction for the gasification 
chamber, and satisfactory methods for handling ash from coals whose properties 
vary widely, have not yet been determined. The Bureau of Mines process is 
amendable to large-scale units with progressive economies as the size of the 
unit increases. 
3. Investment and production cost estimates 

Two processes for production of synthesis gas from coal have already been 
described in detail. The following capital and production costs have been esti- 
mated on the basis of the best information and opinion available from those most 
familiar with the research being conducted on the processes. It is our opinion 
that these estimates are adequate to provide a reasonable comparison between 
the two processes. 

(a) Koppers-Totzek Process.— 


Investment costs, Koppers-Totzek process, capacity 725 tons per day NH; 
Erected cost 


Peers caernneinne PS 2 ee a ee oe oe ee None 
Five continuous gasifiers (includes common coal preparation and 

grinding units with capacity 3,400 M c. f. per hour)_--__--__-__-__ $7, 000, 000 
Oxygen pliant, capacity 720 tons per Gay... .u................... 2, 900, 000 


Alterations in existing plant (piping, wiring, and valves—connection 
of new gas equipment to existing cooling, scrubbing, and distribu- 





ogy Oe Ls 8 RB Re ae ERS ate Sibi, 8 et 2 Re eee Cente See a a ET ee LOE a 300, 000 
Engineering and indirect construction cost_____._...--.________ okey 450, 000 
Pe nn UN eesti ci en 500, 000 

Oo es A i Be ko obit 
eS eee ae ae ee aay Ot Be OE eC PL Ne Se 1, 115, 000 
rman Same 2 a a a edt iivnnucs 1%, 265,000 


Estimated production costs of this process as applied to Morgantown are shown 
in the following table. 


Production costs, Koppers-Totzek process, capacity 725 tons per day NH; 





Pee nae ee = 
| 
| Per day am- 


In P, > 
| Per day | monia 
Raw materials: | 
Coal, 1,120 tons, at $4.25 per ton or $0.18 per MM B.t.u -| $4, 760 | $6. 58 
_ Oxygen, 720 tons, at $4.40 eae 3, 160 | 4.36 
Utilities: | | 
Electric power, 107,500 kilowatt-hours, at $0.0061__. eee 656 | 90 
Steam, 108,000 pounds per day, at $0.25, credit ; ae (-27) (.04) 
Labor | 
Operating, 12 men per shift, at $1.61 per hour average 404 . 64 
Maintenance, full crew shared with total plant 370 51 
Supplies 
Operating 95 .B 
Maintenance 260 36 
Supervision, overhead and insurance 217 30 
Total direct production cost 9, 955 13.74 


This production cost is equivalent to $0.184 per M ec. f. of CO+H) in the 
ammonia synthesis gas. 








ee 





PROPOSED LEASE OF MORGANTOWN ORDNANCE WORKS 105 


(b) Bureau of Mines—Powdered coal gasification process.—This process has 
been under study by the Bureau of Mines in a large pilot plant at Morgantown, 
W. Va., considered to be the equivalent of a small-scale commercial plant. Con- 
sultation with Dr. Schroeder and others of the Bureau of Mines staff in Morgan- 
town has provided a basis for a preliminary engineering study for the purpose 
of estimating investment and production costs of a plant consisting of 6 com- 
plete units with 12 regenerative stoves, 


Investment costs, Bureau of Mines process, capacity 725 tons per day NH; 
Erected cost 


Bite Preparation. =. se SA Wisco ee OX. (CED Seely ae Saal et ee $100, 000 
Colt Srevaration equipment. 2 ee ee ee RS at e 560, OO 
Es SRE T EE SY ees ine, Ss DOE LTR Oper Se ee aS ee bis 2S a SEO OS 
oes emp ENG oe og Sh ee ese Sone Z 340, 000 
Oxygen plant (capacity 100 tons per day)—--__--____-_ de tee 1, 210, 0OU 
Engineering and indirect construction costs__________- Se ee ee 600, 000 
Starting-up expense____-___- SENSE 2A eS 28 Fete i he GL Ronee oe 500, GUO 


S880, O00 
HSO, OOO 


Cos | SPIRE SS et IE a Ne ca care te eee et 
CQRRCTICACe. 2s TICPORNNG oe oo ne eee 


ures, Caer CORE ee he bo tat mith so Geese. 000 


Two comments apply to the above cost. The gas-cleaning plant is considered 
to be necessary in addition to the existing scrubbing and cleaning capacity at 
Morgantown. The oxygen plant is not required when making synthesis gas for 
ammonia containing 22 percent nitrogen. However, as nitrogen is not desirable 
in methanol synthesis gas, an oxygen plant has been provided to take care of 
this condition for methanol production. For this purpose, 100 tons of oxygen 
per day is considered sufficient. 

Estimated production costs of this process as applied to Morgantown are shown 
in the following table: 


Production costs, Bureau of Mines process, capacity 725 tons per day NHs 


Per ton 

Raw materials: ee 
FO I EO SE BOS a , ee eC Ee ee eS (| 
i a cn ih prune sans so 08 
Chemicals _ Pee See hae 2 eee SE SE Ea AP esas ol 
fe ae ae a: | re aia aoasciael aie Se ea ee -o2 

2 i | Ee ee Ee feed pA ILS 3 Serr Oe abwmecesniecte: Were 


Raw gas manufacture: 
Labor: 
CCS TEE 2: a ae ee ce ee aaa oud 
Maintenance, at $2.25 per hour.............—-... pec 3 
Materials: 


Ce he ee Cee ea ae Sie eer ae ne ae ee ees 09 
SE ee ee ee ee “Pee Pe ae eee yee 59 
Utilities, 68.45, kilowatt-hours at $6.0061______-___._.__-_-_--__-- . 41 
ee eee ee ae Ss I TES ee eee ct - 65 
Water, at current SNE LET LIER Se Nie 22 
Ce Ce. a ns en ee ee eee es ae ee eS ss cgi 24 
| | a Pane ae POE Te ee ee ee ee 3. 44 

Total direct production cost—..........-...-. arn 9. 70 

This produces 106 M ec. f. of raw gas or 74 M ¢. f. of hydrogen plus carbon 


monoxide. Cost of raw synthesis gas before bali at is therefore $0.0915 
per M ec. f., without fixed charges. For comparison purposes, adding fixed 
charges on a 12%4-year depreciation basis. brings the total cost of gas, based 
upon annual product ion of 27,720,000 M c. f., to $0.113 per M ¢. f 
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C. GENERAL COMMENTS 
1. Installation time 


The process investigated for the production of synthesis gas are based upon 
natural gas and coal gasifications. The time required for making a conversion 
of the Morgantown plant to natural gas can be readily estimated based upon 
adequate priority assistance. The tube reforming equipment, requiring the 
minimum of alterations to existing facilities, would take from 20 to 24 months 
from authorization to proceed. The natural gas pipeline connection could be 
arranged for and completed by the time the equipment was ready to be placed 
in operation. 

The time required for making the conversion on the coal gasification basis is 
speculative due to the present condition of development and the detail engineer- 
ing necessary to develop equipment from pilot or semiplant status to full com- 
mercial scale. 

2. Comparative risk 

A large percentage of total ammonia production in the United States is from 
natural gas. The reliability of the process of reforming natural gas has been 
demonstrated, and this process can be installed at Morgantown with full expec- 
tation of successful operation. The basic requirement is an adequate supply of 
natural gas at cost from $0.26 to $0.30 per M. ec. f., obtainable through the 25-mile 
connecting line included in the‘conversion project. 

It has already been mentioned that none of the coal gasification processes are 
sufficiently seasoned to warrant launching a large-scale plant project at the 
present time. 

3. Sulfur recovery 

In the process using natural gas, recovery of sulfur is unprofitable. With 
processes based upon pulverized coal, especially coal containing up to 3 percent 
sulfur, recovery of sulfur from the resulting gas could be more profitable. <A 
portion of the sulfur in the coal recombines with ash constituents to form stable 
sulfides to the extent of 25 to 30 percent of the total sulfur. About 75 percent 
of the sulfur in the coal appears in the gas. Based upon the expected use of coal 
for synthesis gas manufacture only, there might be a total of approximately 35 
tons of sulfur in this coal, of which 28 or 29 tons daily might be recovered as 
brimstone for sale. This factor should be considered in connection with the 
present sulfur recovery plant at Morgantown, which treats coke-oven gas and 
may have sufficient capacity for treatment of manufactured synthesis gas. A 
more detailed study is necessary to determine the economies of sulfur recovery, 
but sulfur must be removed from the gas and provision for this operation exists 
in the plant. 


IV. OTHER PROCESSES 


The direct oxidation of natural gas as practiced by the Carthage Hydrocol 
synthetic gasoline plant was given preliminary consideration. In its present 
stage of development the use of synthesis gas from this process for ammonia 
or methanol manufacture is precluded because of the excessive methane content. 

Various German processes, such as the Winkler, the Lurgi, and the I. G. 
Farben’s Leuna process were given preliminary consideration. However it was 
thought that none of these processes compared with the Koppers-Totzek coal 
dust gasification process which was selected for use at the Louisiana, Mo., ex- 
perimental station by the Bureau of Mines as the most promising for pilot plant 
test work. 

The Gas Machinery Co. has developed a process for town gas manufacture 
employing carborundum tubes in a furnace. This process has not yet received 
a full test in commercial operation, and its use in making synthesis. gas for 
ammonia or methanol has not been attempted. 

The Koppers-Hasche process is based on the quick heating and cooling of re- 
actants in a chamber filled with carborundum bricks. Although this process has 
been tested extensively in pilot plants, its possibie use for ammonia synthesis 
gas remains to be developed. 

A process for the production of ammonia synthesis gas has been developed in 
France by the Office National Industrial De L’Azote. It is in commercial opera- 
tion in southwest France. The process is based on the continuous catalytic con- 
version of natural gass in two chambers using oxygen-enriched air. It was not 
possible within the limits of this study to establish the economies or practicality 
of operation of this process in America. Its use when making synthesis gas 
for methanol may be severely limited 
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V. RECOMMENDATIONS 
A. FUEL 


Evaluation of available fuels indicates the choice of natural gas as the appro- 
priate basis for conversion of synthesis gas production facilities at Morgantown 
Ordnance Works. Coal of various grades, coke-oven gas, coke breeze and 
other fuels were considered together with natural gas. Comparison was made 
on relative suitability for process, available supply and the cost of the fuel 
in terms of ammonia produced. 

This recommendation is based on the availability of adequate supplies of suit- 
able natural gas from pipeline operators on a renewable contract basis, and the 
feasibility of delivery to the plant by means of a new pipeline about 25 miles in 
length. This gas can be reformed to an excellent synthesis gas by a process now 
used in a number of ammonia plants. On the basis of an estimated delivered 
cost for natural gas of $0.26 per million B. t. u., the cost of the reformed gas is 
calculated at $0.122 per M. c. f. of CO+-H2, which shows an appreciable reduction 
in the cost of ammonia produced from coke. The reliability and proven per- 
formance of the reforming process is an important factor in the decision to use 
natural 

Two processes based on coal were studied in detail and favorable data devel- 
oped relative to supplies, synthesis gas composition and low production cost. 
However the fact that no commercial operations of commercial size exist rules 
out the possibility of recommending the conv ersion of the Morgantown facilities 
to one of these processes at this time. 

The analyses also show that investment and operating costs for both coal proc- 
esses are greater than for the natural gas reforming process using tube sige 
ers. The fact that Morgantown is not a new plant and that the synthesis ga 
facilities are but a small part of the whole installation makes it appear eres 
able to install a new process in this situation—when a commercially tested proc- 
ess having economic advantages is available. 


B. EQUIPMENT 


With natural gas designated as the preferred fuel, the analysis of the reformed 
natural gas process shows the tube-reformer type of equipment should be adopted 
for synthesis gas production. The choice between the two types of gas reform- 
ing equipment is predicated upon comparison of the capital cost of the tube re- 
formers estimated at $5,885,000, and the cost of converting the present water gas 
sets into cyclic catalytie reformer operation estimated at $6,650,000. The compara- 
tive production cost of synthesis gas per ton of ammonia, also favors the use of 
the tube reformer equipment as indicated below: 


Tube reformer process__ pay aes ee A Be eo ee en oe 
Cyclic catalytic reformer process__.___._._._._..__-~-- Se ita rena lye pee 


TVA and the Spencer Chemical Corp. have ree apo — ted the tube reforming 
process to convert coke-ammonia plants to natural gi 

Preliminary study of the use of reformer gas in oo present compression and 
synthesis gas plants at the Morgantown Ordnance Works indicates that no 
major modifications are necessary. The compressors are straight-through ma- 
chines in which no gas is taken out and no volume changes occur between stages. 
The new reformer. gas will have a different volume and composition which is 
on the favorable side and the data indicate that the present machines will pro- 
duce 725 tons of ammonia per day. 


VI. FINANCIAL 
° A. CAPITAL INVESTMENT 


The capital required for the installation in the Morgantown plant of the 
recommended process of reforming natural gas in tube reformers including 
alterations to piping, minor adjustments in equipment in compression and shift 
reaction plants, construction of 25 miles of S-inch natural gas pipeline and 
starting-up expense is estimated to be approximately $5,885,000. 

It is therefore recommended that a budget of $5,885,000 be established for 
this project. 

B. PRODUCTION COSTS 


A comparison is made of the direct cost of ammonia production at the Morgan- 
town plant from synthesis gas by the various processes studied as well as for 
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continued operation on coke. The estimates are based upon the following 
assumptions : 

Purchase of natural gas on a daily firm basis throughout a yearly period at 
a cost of $0.26 per Mc. f. <A pipeline is provided in the capital investment items 
as a means of obtaining this rate. 

The direct costs of ammonia do not assume the availability of coke-oven gas. 
The cost for all processes would be reduced by its use and for the recommended 
process of tube reforming of natural gas the amount of the credit would be 
$0.88 per ton of ammonia. 

Coal costs are based on the availability of Pittsburgh seam commercial slack 
at $4.25 per ton. 

Adjustments in steam costs are made on a preliminary basis in comparing the 
various methods of producing synthesis gas. The adjustment reflects the re- 
duced steam requirements for the shift converters when producing synthesis gas 
of a reduced carbon monoxide content. 

The direct cost of synthesis gas from coke of $22.72 per ton of ammonia is 
based upon operating experience at Morgantown from October 1946 to May 1950. 
During this period coke cost averaged $9.86 per ton. 

The purification and synthesis gas cost of $22.39 per ton of ammonia for coke- 
based operation is based on operating experience as adjusted for predicted 
operating conditions. Cost of operation of new sulfur purification equipment is 
included. 

This comparison is Summarized in the table below. 


Direct production costs per ton of ammonia 


a rom wet OP i shes Natural gas } Coal Coke 
Cyclic : ‘ | } 
vd any Tube Koppers- | Bureau | y, 
Process __ 5 : + catalytic , i “4, ae ~ | Water gas 
reformers 1 ** formers Totzek | of Mines | 
Synthesis gas cost—subtotal $14.19 $9. 12 $13. 74 $9. 70 $22. 72 
Purification and synthesis cost: 
Labor—operation and maintenance 4. 61 4.61 4.61 4. 61 4. 61 
Materials—operation and mainte- 
nance Lec 1. 06 1.06 1.06 1. 06 1. 06 
Utilities: 
Electric power at 7 mills 9. 53 9. 53 9. 53 9. 53 9. 53 
Steam 3.15 2. 83 4. 58 4.21 4.15 
Water. .09 . 09 09 09 . 09 
Chemical control and supervision <i2 .72 te 42 72 
Chemicals and catalysts 1.00 1.00 1.00 1.00 1.00 
Sulfur recovery equipment . 1. 23 1. 23 1. 23 
Subtotal 20. 16 19. 84 22. 82 22. 45 22. 39 
Plant overhead—subtotal U6 96 96 . 96 . 96 
Total direct production cost... ‘ 35. 31 29. 92 37. 52 33.11 | 46. 07 


The direct production costs for ammonia set forth in the preceding table have 
been used to establish a pay-off time for the installation of the four synthesis- 
gas processes considered. An annual production of 260,000 tons of ammonia is 
assumed. 


The details of the pay-off time are set forth in the table below. 
o 


Economics of synthesis gas processes 





Fuel ’ Natural gas Coal 
er | yelic Tube Koppers- Bureau of 
Process catalytic ‘ r 

| reformers reformers lotzek Mines 


Savings as compared to coke-based ammonia 





dollars per ton NH $10. 76 $8. 55 $12. 96 
investment cost $6, 650, G00 $5, $12, 265, 060 $6, 460, 000 
Construction time-—-months 20-24 
Pay-off time—years 2. 37 57 1. 92 
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Dr. Ha»rwer. I am referring to page 33 of the official Government 
report issued by the Department of the Army, known as exhibit 3. 

And in the last column on the right, under the heading, “Direct 
production costs per ton of ammonia,” it gives the cost of making 
ammonia from coke as $46.07. 

Now, on top of that $46.07, there would be a royalty payment to the 
Government of approximately $12 per ton for ammonia. So we 
arrive at a total cost, including the royalty or the rental to the Gov- 
ernment, of $58 a ton. 

The selling price for ammonia in the United States is $80 a ton and 
that is f. o. b. plant, wherever you buy it, whether you buy it in New 
Jersey or Connecticut or California or Florida. It has been approxi- 
mately that for a long time. And with the shortage that there is of 
ammonia, there is very little likelihood that the price will be less. 

That leaves a difference of $22 per ton. 

The plant will produce, as soon as it is activated, before conversion 
to natural gas and before modernization, 220,000 tons a year. 

Now, that is $4,800,000 a year. 

Mr. Courrnry. Let me understand for the record—*‘before mod- 
ernization” means what? 

Dr. Hammer. Before conversion from coke to gas. As you will 
recall, the Government has undertaken to spend approximately 
$6,000,000 to convert this plant from a coke plant to a natural-gas 
plant. 

Mr. Courtney. I am wondering what your source of information 
is on that? 

Dr. Hamner. It is in this report, and it was part of the second bid. 
That was the reason given for throwing out the first bids, Mr. Chair- 
man—that the Government would agree to convert the plant from 
coke to gas. 

Mr. Courtney. I don’t know what the state of conversion is or 
whether anything has been undertaken on that. 

Dr. Hammer. Well, the money has been appropriated by the Ap- 
propriations Committee of both the House and the Senate and the 
money is available; the money will be spent, according to the Govern- 
ment. The Government will spend that money. 

Mr. Courrney. Then “modernization” means in terms of a better 
what ? 

Dr. Hammer. Here it is right in this report. They will reduce the 
cost from $46 a ton to $30 a ton; by utilizing natural gas instead of 
coke, the cost will be reduced $16 a ton. 

Mr. Courrnrey. What about capacity? Will that be increased / 

Dr. Hamner. From 220,000 tons to 250,000 tons. 

Mr. Courrney. Those are figures you are taking into account / 

Dr. Hammer. Yes. We asked to get a copy of this Government 
report. We were told this was on file in New York and we asked and 
got a copy before we filed our bid, and we assumed every other bidder 
did likewise. 

These figures were made available to everybody. 

I think with $4,809,000 a year profit, after paying rental to the 
Government, no matter how much these extra keymen would ask for 
salaries, I think we could hire a lot of excellent men with an operation 
of that kind. 
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Now, after conversion to natural gas, which the Government has 
undertaken to do, for the tenant, the costs will be reduced to $30 a 
ton, and even assuming that we would pay the Government $16 a ton 
instead of $12 a ton rental, on some renegotiation basis, the profit 
would be $7,500,000 a year instead of $4,800,000 a year. 

There again there is room enough for engaging necessary key per- 
sonnel. So that the question that was raised, whether United would 
be able to afford the demand that might be made on us by getting 
extra personnel seems preposterous in view of the Government’s own 
report. ; 

Mr. Lucas. Are you sure you are correct, Doctor, in making the 
statement to the committee here that the price of ammonia is fixed 
all over the United States of America? In other words, in my home 
town in Illinois I would pay $80 a ton and here in Washington I 
would have to pay $80 a ton? 

Dr. Hammer. I don’t say that it is fixed, but that is the truth. 

Mr. Lucas. I am not using fixed in that sense. But you say that is 
the price ? 

Dr. Hamner. I say every company selling ammonia is selling it at 
$80 a ton, regardless of where it is sold. 

Mr. Lucas. Whoever is getting that plant, it seems to me, could sell 
ammonia for considerably less. 

Dr. Hammer. That was our idea. We intended to keep the cost of 
ammonia down considerably. We felt there was certainly plenty of 
room to make a reasonable profit and still have enough reserves to 
take care of the 15-year commitment, because it is conceivable that 
these enormous profits might not always be available and we felt the 
Government wanted a long lease just for that reason. 

They did not want someone to operate the plant just for a few years, 
make a lot of money, and then when the going got a little rough, give 
the plant back to the Government and let the Government have the 
headache of maintaining the plant for the remaining years. 

It is costing the taxpayers now $400,000 to $500,000 a year just to 
maintain the plant in stand-by condition. We felt from reading the 
invitation to bid that what the Government wanted was first a tenant 
who would agree to operate the plant for the longest possible time. 
We thought 15 years would give the Government enough assurance 
that during those 15 years if they ever needed the plant, this plant 
would be available for them and would also give them a handsome 
return on the Government’s investment, because 220,000 tons of ain- 
monia at $12 a ton rental that we agreed to pay is $2,640,000 a year, 
which would be income to the Government, instead of $400,000 or 
$900,000 a year for maintenance which the Government pays at the 
present time. 

Mr. Lucas, There are farmers in the Midwest, in fact all over the 
Nation, who would be interested in cheaper ammonia. 

Dr. Hamner. We thought that was what the Department of Agri- 
culture was principally interested in—and that was to get the price 
of fertilizer lowered; to get the ammonia plant going and have some 
competition in the ammonia field, so as to get the price down. 

Mr. Courtney. Now, Dr. Hammer, the balance sheet which has been 
presented as representative of the financial condition of your company 
as a bidder is contained in the statement of March 31, 1951, which we 
have in the record. I take it that is representative of your position 
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Dr. Hamner. Yes, sir. 

Mr. Courtney. And you are willing to rely on that? You stand 
on that as a representation ? 

Dr. Hammer. That is correct. We submitted statements signed by 
outside public accountants and when the Army asked us for our state- 
ments for 2 years back we gave them statements for 2 years back. 

Mr. Courrney. The question is addressed to one point: Has there 
been any change in the interval from your first presentation in June 
until the present time ? 

Dr. Hammer. None except in the regular course of business. 

Mr. Courtney. So this is the presentation on which you present your 
ability to carry out your financial commitments ? 

Dr. Hammer. That is right. 

I would like to add, in the testimony by the Under Secretary of the 
Army last week, light was made of the support which our banks 
offered to give us, and the statements of our bank regarding the credit 
that was available to us in addition to our $6,600,000 net worth shown 
by our statement. 

I would like to read into the record a letter from the Manufacturers 
Trust Co. I believe their resources are over a billion dollars; and the 
Chase National Bank, who, I believe, are probably the second largest 
bank in the world. 

The Manufacturers Trust Co. addressed this letter to the Corps of 
Engineers and said: 


We have a great deal of pleasure in introducing to your kindnesses Dr. Armand 
Hammer who is president and principal owner of the well-established companies 
United Distillers of America, Inc., and Hammer Galleries, Inc., both important 
depositors of Manufacturers Trust Co. 

We have had occasion to extend the larger company, United Distillers of 
America, Inc., substantial credit facilities running into seven figures. Our ex- 
periences have been highly satisfactory and for your confidential information 
the statement of United Distillers of America, Inc., dated March 31, 1951, included 
current assets of some $10,500,000 with current liabilities $4,500,000. During the 
6 months’ period ending that date the company showed net profit before taxes 
of $1,250,000 and a net worth of approximately $6,600,000. 

Dr. Armand Hammer has been known to the writer for a period of 10 years. 
During this time we have had these important relationships and have always 
had a high opinion of him in all respects. We consider him and his companies 
responsible for any engagements they might assume. 

If there is any further information we can make available, I hope you will 
give us the opportunity. 

Now, we filed that letter with the Under Secretary. No attempt 
was ever made to question the letter; and in fact, in the testimony 
the point was made that perhaps the bank did not have available this 
financial statement that the Army had available. 

Well, it refers right in this letter to the same figures in the same 
statement, and you cannot work with banks for 10 years without mak- 
ing available to them in their credit department all pertinent data 
and enjoy a credit running into seven figures. 

Now, the Chase Bank wrote on July 25, 1951, to the Corps of Engi- 
neers as follows: 

It is a pleasure to introduce to you by means of this letter, Dr. Armand 
Hammer, president of the United Distillers of America, Inc. We have a very 
fine relationship with Dr. Hammer’s Co. and we are pleased to extend substantia! 
credit running into low seven figures. Obviously our regard for the company 
and for its management is of the best. My associates and I believe that you can 
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deal with confidence with Dr. Hammer and it is a pleasure for us to recommend 
him and his company to you. 


And no attempt was made to communicate with the Chase Bank. 

And I can say for the record that the Chase Bank has the statements 
on file, the same statements that were presented to the Army Corps 
of Engineers and to the Under Secretary’s office. 

Here is also a letter from the First Bank & Trust Co. That is not 
as large a bank as the other two. It is only a $25,000,000 bank, but I 
happen to be a director of that bank and I have been associated with 
that bank for a great many years, and the president of that bank went 
<o far in his letter to the Under Secretary, Mr. Alexander, to say : 


I am pleased to advise you that Dr. Armand Hammer, president of United 
Distillers of America, Inc., has been for many years a director of the First 
Bank & Trust Co. of Perth Amboy. I have had oceasion to observe Dr. Hammer's 
business activities closely over a number of years and have found him to be 
thoroughly reliable and competent in business matters, and extremely diligent 
and resourceful. 

In the last 10 years he has entered two businesses entirely new and strange 
to him and has quickly mastered the technical and marketing problems involved 
in remarkably short time. Dr. Hammer has the important faculty of locating 
and securing the services of the very best men in each of the fields of enterprise 
he engages in, with the consequence that his standards of plant operation and 
sales development are very high. 

In the industrial alcohol business, which is comparable in many respects to 
the ammonia business which he now contemplates entering, both the technical 
and marketing problems are closely comparable. Dr. Hammer’s company 
achieved an outstanding and quick success in this field despite the highly tech- 
nical problems involved, and the highly competitive nature of the business. 

His company is now second in sales volume to the largest company in this 
field which has been in the business for 35 years, and his costs of production 
and plant efficiency are not equaled anywhere in the industry. 

Largely responsible for his successful plant operation is his excellent staff of 
experienced Chemical engineers, several of whom would serve the proposed 
ammonia operation under Dr. Charles O. Brown, president of United’s ammonia 
subsidiary. 

The First Bank & Trust Co. of Perth Amboy has extended credit to United in 
the past in the sum of approximately seven figures and we would be happy to 
extend credit for the proposed new operation and refinance any credit required 
beyond our iimits. 

We consider United and Dr. Hammer good for any engagements they undertake. 

Now. I think when those letters in connection with our balance sheet, 
showing a net worth of $6,600,000, are considered together with our 
bid in which we were making a firm commitment for 15 years, that 
would certainly give the Government some assurance that we intended 
to carry out our contract. We would not risk losing our entire capital 
because we had to go out and hire some extra personnel. 

And incidentally, I wonder if the committee has asked the Army if 
they had looked into the same questions with regard to Mathieson 
Chemical Co. The Under Secretary made a statement that Mathieson 
was a $137,000,000 company. Well, I have the same financial report 
which was shown to you, and I think it is ens that their capital 
and surplus is $56, 000,000, as of their last fiscal vear, and their invest- 
ment in fixed assets is $55,000,000. 

Now, Dun & Bradstreet makes the same analysis. 

How much working « ‘apital is left to take care of their obligations / 

Supposing this ammonia business turns sour in a few years? In 
fact, I would like to—where would the $4,400,000 come from if there 
should be some reverses in business? You can’t pay bills with plant. 
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Mr. Lucas. May I interject this, right at that point. On page 43 of 
the testimony given by Mr. Alexander, Mr. Courtney asked this 
question : 

What was the comparative financial status of these two competing organi 
zations? 

Mr. Alexander replied: 

Mathieson Chemical Co. is a concern of about $137,000,000. That is the net 
earned position. 

Dr. Hamner. I would like to insert in the record both the Dun & 
Bradstreet report and their own financial statement, which will sub- 
stantiate what I have just said. 

Mr. Courrnry. The Mathieson financial statement will be marked 
“Exhibit No. 4° and the Dun & Bradstreet reports will be marked 
“Exhibit No. 5.” 

(The documents referred to were marked “Exhibits No. 4 and 5. 
Exhibit No. 5 is as follows:) 

Norr.—Exhibit No. 4 is same as 4-page financial statement introduced by Sec- 
retary Alexander in previous testimony. 


UNITED ExHIBIT No. 5 
ANALYTICAL ReporT, DUN & BRADSTREET, INC. 
((A) CD 6, February 14, 1951) 


Mathieson Chemical Corp., Manufacturers of Chemicals, Baltimore 2, Md. 


Thomas §. Nichols, chairman of board, president 
Carl F. Prutton, vice president 

Ray B. Worthy, vice president 

Donald W. Drummond, vice president 

D. P. Morgan, vice president 

Stanley De J. Osborne, vice president 
Willard G. Rouse, treasurer 

John C. Leppart, executive vice president 
Arthur T. Bennett, vice president 

James F. Newell, vice president 

Sam L, Nevins, vice president 

John V. Joyce, vice president 

J. E. Baker, vice president 

A. P. Winsor, secretary 


BOARD OF DIRECTORS 


Arnold B. Chace, John P. Chase, H. Donald Campbell, John C. Leppart, Josep! 
Mullen, Thomas S. Nichols, Sinclair Richardson, Robert G. Stone, and Sam 
P. Wallingford. 

RATING 

Aa Al also branches. 

SUMMARY 


Business started in 1892 and has grown to be one of the leading organizations in 
its field. Company acquired two large companies in this field through the issu- 
ance of additional stock in 1949. Tangible net worth at December 31, 1950, was 
$56,239,433. <A satisfactory financial condition has been maintained over a period 
of years. Activities have been financed satisfactorily with the aid of bank loans 
Latter replaced by a long-term loan in 1949. Trade suppliers report prompt and 
discount payments. 

PERSONNEL 


Thomas S. Nichols, born 1906, married. Employed by E. I. du Pont de Nemours 
& Co, 1926-37, latterly assistant district sales manager Grasselli division. Vice 
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president Prior Chemical Co. 1937-41. Served various United States Govern- 
ment bureaus 1941-45, then returned to Prior Chemical Co. as vice president. 
President here April 1948; chairman of board August 3, 1948. I 

John C. Leppart, born 1902, married. Employed Solvay Chemical Co. 1919-26; 
Solvay Sales Co. 1926-31. Assistant director of sales, Columbia chemical division, 
Pittsburgh Plate Glass Co., 1931-42. Served with War Production Board 1942 
i, Assistant to operating vice president, Southern Alkali Co., Texas 1945-47. 
Vice president Prior Chemical Co. 1947-48. Vice president here April 8, 1948. 

Carl F. Prutton, born 1898, married. Formerly head of department of chem- 
istry and chemical engineering at Case School of Applied Science. Vice president 
and director of operations and research here 1948. Arthur T. Bennett, born 
1899, married. Employed by Mathieson in 1933. Formerly superintendent of 
soda ash department, Lake Charles, La.; then assistant manager Saltville plant ; 
then assistant director of operations. New York: then general manager of oper- 
ations. Vice president 1947; general manager Baltimore operations. Ray B. 
Worthy, born 1891, married. Employed by Mathieson 1925. Vice president in 
charge of Saltville, Va., plant. 

James F. Newell, born 1894, married. Employed by Mathieson, 1931. Formerly 
superintendent of Saltville plant, then assistant manager of Niagara Falls plant. 
Vice president and manager of Lake Charles plants. Donald W. Drummond, 
born 1908, married. Employed at Solid Carbonic Co., New York 1927-31. Vice 
president in charge of sales, Fitzgibbon & Crisp, 1981-38. Employed by Mathie- 
son since 1988. Vice president and general manager of sales, 1947; vice president 
and director industrial chemical sales, 1949. Sam L. Nevins, born 1898, married. 
Employed by Southern Acid & Sulphur Co., Inc., 1921-48. Then vice president 
and director of agricultural chemical sales, here. 

D. P. Morgan, born 1894, married. Employed Seudder-Stevens & Clark, chem- 
ical consultant, 1929-40. Director Chemical Bureau, War Production Board, 1942-— 
43. In charge chemical market research and development, W. R. Grace Co. 
1946-48. Vice president in charge of development department, Mathieson, 1948. 
Vice president and treasurer, Mathieson 1949; vice president 1950. John VY. 
Joyce, born 1891, married. Employed here since 1925. Comptroller. Vice presi- 
dent, 1938. 

Stanley De J. Osborne, born 1905. Employed Old Colony Corp., Boston, Mass. 
1928-29. Employed by Atlantic Gulf Fisheries Corp., New York 1929-48 ; latterly 
as secretary-treasurer. Vice president in charge of traffic, Eastern Airlines, Ine., 
1943-50. Vice president and treasurer Mathieson, March 1950. Financial vice 
president, 1951; supervises treasury and administrative departments. J. E. 
Baker, born 1905, married. Employed by company since 1934; in charge of 
Niagara Falls, N. Y., plant. Vice president 1950. A. P. Winsor, born 1893, 
married. Employed here since 1920. Formerly credit manager, then assistant 
secretary ; secretary, 1987. Willard G. Rouse, born 1910, married. Employed 
Equitable Life Assurance Society of United States 1932-50, agency manager in 
Baltimore 1946-50. Treasurer Mathieson February 1951. 

The following Mathieson officials also appear as officers or directors of Mathie- 
son Hydrocarbon Chemical Corp.: Thomas 8S. Nichols, president and director ; 
John C. Leppart, executive vice president and director; Carl F. Prutton, vice 
president and director; Robert G. Stone, director; and Stanley De J. Osborne, 
secretary-treasurer, 

Arnold B. Chace, president, Realty Operations Corp., Providence, R. I. John 
P. Chase, president John Chase, Inc., investment counsel, 75 Federal Street, 
Boston, Mass. H. Donald Campbell, chairman of trust committee and director 
Chase National Bank, New York. John C. Leppart, vice president Mathieson 
Chemical Corp. Joseph Mullen, (formerly president Southern Acid & Sulphur 
Co.) director Jefferson Lake Sulphur Co., New Orleans, La. Thomas S. Nichols, 
president Mathieson Chemical Corp. Sinclair Richardson, vice president, treas- 
urer American Bleached Goods Co., Inc., 40 Worth Street, New York. Robert G. 
Stone, limited partner, Hayden Stone & Co., investments, 25 Broad Street, New 
York. Sam P. Wallingford, president, Wallingford Grain Co., Wichita, Kans. 


HISTORY 


Incorporated. Virginia laws, August 13, 1892, as Mathieson Alkali Works. 
Name changed to present form March 30, 19-48. 

Authorized capital stock: 28,777 shares 7 percent cumulative preferred stock, 
par $100, and 3,000,000 shares common stock, par $5. 
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Outstanding capital stock: 23,777 
of common stock. 
Executive headquarters were moved from 60 East Forty-second Street New 
York City, to Baltimore, Md., in October 1949. 


shares preferred stock and 2,661,867 shares 


METHOD OF OPERATION 


Products: Manfactures soda ash, caustie soda, chlorine (standard industrial 
classification No. 2812, sulfuric acid (No. 2811), fertilizer, superphosphate, mixed 
fertilizer (No. 2871), bicarbonate soda, bleaching powder, hypochlorite, am 
monia (anhydrous and aqua), mafos and nufos, purite, textone, sodium chlorite, 
sodium methylate, synthetic saltcake (No. 2819), carbonic gas and dry ice 
(No. 2896). 

Distribution: Sales are to approximately 40 different industries, including 
manufacturers of chemicals, glass, paper, rayon, textiles, soap, petroleum prod- 
ucts, food and drug industries, disinfectants, fertilizers, explosives, plastics, 
rubber, and for the purification of water. 

Territory: Throughout the United States approximately 95 percent; export 
5 percent. 

Terms: Terms vary with the product, but in general net 30 days for domestic 
sales and against letters of credit for export business. 

Salesmen : 60. 

Employees : 5,000. 

Sales offices : 

District sales offices, industrial chemicals: 
Charlotte 2, N. C., Liberty Life Building. 
Chicago 11, Ill, 410 North Michigan Avenue. 
Cincinnati 2, Ohio, Dixie Terminal Building. 
Houston 2, Tex., Gulf Building. 

New Orleans 12, La., National Bank of Commerce Building. 
New York 17, N. Y., 60 East Forty-second Street. 
Philadelphia 7, Pa., Widener Building. 

Providence 3, R. I., Hospital Trust Building. 

St. Louis 2, Mo., Rialto Building. 

District sales offices, agricultural chemicals : 
Baltimore 3, Md., Mathieson Building 
Houston 2, Tex., Gulf Building. 

Lebanon, Pa. 

Little Rock, Ark., Donaghey Building. 
St. Louis 2, Mo., Rialto Building. 
Williamston, N. C. 

Overseas trade department: 

New York 17, N. Y., 60 East Forty-second Street. 

Warehouses: Dry ice warehouses at Baltimore, Md.; Birmingham, Ala.; Char- 
lotte and Greensboro, N. C.; Jacksonville, Fla.; New Orleans, La.; New York, 
N. Y.: Memphis and Nashville, Tenn.; Norfolk and Richmond, Va., and Washing- 
ton, D. C. A dry ice warehouse and plant for refilling chlorine and ammonia 
cylinders is maintained at Atlanta, Ga. 

Facilities location: Headquarters are maintained in the Mathieson Building, 
Baltimore, Md., where the company occupies several floors in a large 34-story 
Gffice building. The company also owns a large plant at Curtis Bay (Baltimore, 
Md.), manufacturing sulfuric acid, ammonium sulfate, superphosphates and 
fertilizer. 

At Saltville, Va., the company owns a plant comprising approximately 8&0 
acres where it has land holdings and mineral rights in Smyth and Washington 
Counties, aggregating about 10,000 acres. At that point, it also owns a hotel, 
hospital, general store and approximately 500 houses, rented to employees. The 
general store is operated under the style of Mathieson General Stores. (The lat- 
ter includes a filling station and a pharmacy.) Sales are made in that name 
and oceasional local buying is done, but payments are made from headquarters 
Plant specializes in caustic soda and also produces soda ash, bicarbonate of 
soda, chlorine, carbonic gas, dry ice, and fused alkali products. 
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At Niagara Falls, N. Y., owns a plant on leased ground. The plant manufac- 
tures caustic soda, chlorine, ammonia, HTH products, sodium chlorite products, 
sodium methylate, hydrazine products and benzene hexachloride. Also owns 
mineral rights on approximately 325 acres of land at Genesco, N. Y., containing 
large deposits of salt. 

At Lake Charles, La., owns a large modern plant located on a tract of 1,785 
acres. Brine is piped to the alkali plant from wells operated on company owned 
salt deposits approximately 18 miles distant. This plant manufactures caustic 
soda, soda ash, ammonia, nitrate of soda, and nitric acid. 

Also owns and operates plants at Houston (Pasadena) (sulfuric acid, am- 
monium sulfate, ammonium phosphate, superphosphates and high analysis pel- 
letized fertilizers) ; Houston (sulfur processing imsecticides) ; Beaumont (sul- 
furie acid) ; and Port Arthur (sulfuric acid), Tex. Shreveport (Bossier City) 
(sulfurie acid), La. North Little Rock (sulfuric acid, superphosphates, mixed 
fertilizers ammonium sulfate and insecticides) ; MeKamie (sulfur recovery) ; 
Macedonia (sulfur recovery), all in Arkansas. Williamston, N. C. (fertilizer 
mixing and insecticides). This plant is operated as the Standard Fertilizer Co. 
Division of Mathieson Chemical Corp. 

One of the company’s subsidiaries also operates a fertilizer plant in 
Lebanon, Pa. 

Also owns approximately 2,000 acres of limestone deposits in Citrus 
County, Fla. 


SUBSIDIARIES 


This company has four subsidiaries (wholly owned 3—partly owned 1). Inter- 
company relations are reported confined to sales by the parent company on 
regular terms. Balance sheets for the subsidiaries are not available. 

(1) Saltville Water Works, Inc., Saltville, Va. (100 percent). Operates water 
works at that location. 

(2) Southern Carbonie Co., Ine. (100 percent). Inactive. 

(3) Laurel Fork & Mendota Railway Co. (100 percent). Inactive. 

(4) Lebanon Fertilizer Works, Inc., Lebanon, Pa. (88.64 percent). Manu- 
factures fertilizer. Reported to have net worth of about $85,000. 


AFFILIATES 


Company also owns minor interest in Jefferson Lake Sulphur Co., Ine (New 
Orleans, La.) : No intercompany relations. 

Mathieson Building Corp., Baltimore, Md. (50 percent) : That company owns 
building in which headquarters are maintained. Intercompany relations re- 
ported contined to those of landlord and tenant. 

Mathieson Hydrocarbon Chemical Corp., Baltimore, Md. (approximately 45 
percent) : Chartered under Delaware laws January 26, 1950. Two plants are 
under construction, one at Brandenburg, Ky., and one at Saltville, Va. They are 
expected to be in operation in the latter part of 1951. The Saltville plant will be 
leased to and operated by Mathieson Chemical Corp. Of the estimated necessary 
capital of $27,000,000, $17,000,000 will be borrowed from two large insurance 
companies and $10,000,000 will be obtained from the sale of common stock. Of 
this latter amount Mathieson Chemical Corp. had purchased $2,666,670 at Decem- 
ber 31, 1950, and has a commitment to purchase approximately $2,000,000 addi- 
tional by April 1, 1951. Reported to be no other intercompany relations. 
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Comparative individual financial statements 


Dec. 31,1948 | Dec. 31,1949 | Dee. 31, 1950 
| 











Cash $7, 290, 909 | $8, 359, 03 
Accounts receivable . 615, 327 | 8, 628, R82 
In ve entory res 7 526, 171 | 10, 505, 74 
{ Treasury certificates_-_.._-- ’ presses Pe sts 2, O00, 244 2, 000, 00 
Total current assets i : : 11, 119, 145 24, 432, 65 52 } 2, 493, 65: } 
Fixed assets Pee eer een 36,459,548 | 53,183,855 | 55, 064, 28 
Investments ‘ sieht 218, 315 |_..- 3 SHORE ve 
Investments, subsidiaries A : 634, 396 | i alee 
Miscellaneous receiveables and inventories : ‘ a ee eel 699, 486 } 1, O18, 18 
Investime my Mathieson Building Corp 500, 000 | 500, 00 
Investments, New York workmen's compet nsation cae 128, 248 | 128, O&( 
Investmen its. Mathieson Hydrocarbon Chemical Corp , i wean | 2, 666, 67 
Development expenses. .- ATR ERED 2 bhai aie 260, 074 281,163 | 261, 322 
Prepaid and deferred Seal ee 902, 561 1, 592, 025 | 1, 690, 834 
Total assets 48, 959, 645 | 81, 451, 828 | 90, 823, 033 
Due banks oe wasd | GEMM Eon cSichaicettns ciliee-chiueritiaiae 
Accounts payable é eeetaa 1, 541, 149 2, 180, 408 | 3, 729, 38s 
Accrued taxes, payroll, etc_- ae ‘ 3, 305, 741 5, 701, 888 | 8, 284, 457 
Returnable containers A , : ree Tae 256, 530 249, 853 | 155, 873 
Total current liabilities. .................... 6, 103, 420 8, 132, 149 | 12, 169, 718 
Reserve, miscellaneous ae ee sili sad lin as atin 870, 575 1, 233, 377 1, 611, 090 
Reserve for contingencies oe ae GEE ee TY 541, 467 | 541, 467 | 541, 467 
Long-term bank loan, 1951-54 kia RRS SS LIS 10, 000, 000 |........-- SEES, SSSR 
Purchase money mortgage, due 1953 __ - gunviaWdelenel | ek perenne ‘ | (Tax ands 
Long- term debt Ree eee oar eee ee 20, 000, 000 | 20, 000, 000 
7 percent cumulative pre ferred stock pagina cinted 2, 377, 700 | 2, 377, 700 | 2, 377, 700 
Common stock a see OMA oe 15, 552, 756 | 24, 902, 495 | 13, 309, 33: 
Paid-in surplus... - TCS ORE ORE ES) 7, 829, 672 | 19, 589, 249 
Earned surplus--_......-- BRUTE eee to Sno ea 1, 914, 125 | 16, 434, 966 | * 21, 224, 471 
Total liabilities Liane Sensi ee UN ESN 8, 959, 645, 81, 451, 828 90, 823, 03. 
Net working capital ll De aL ES He | $5,015, 724 | $16, 300, 503 | $17, 333, 941 
Current ratio ea cea Max 2. 1. 82 | 3.00 | 
Tangible net worth : : jess $29, 584, 506 $51, 263, 670 | $56, ‘ 
Net sales See Ee STE Te 31, 934, 720 54, 073, 351 | 75, 775, 756 
Net profit Ce ER TSy : ‘Pe RP eee eee 4, 822, 811 | 6, 991, O12 | 8, 994, O14 
Dividends ___- : ee php ewincntad ence 1, 616, 365 | 2, 746, 891 | 4, 158, 84¢ 





) After surplus adjustments (see Analysis). Cents omitted. The foregoing figures were prepared from 
statements as contained in the annual report to stockholders. Barrow, Wade, Guthrie & Co., certified 
yublie accountants, New York City. were the accountants at the two earlier dates and Peat, Marwick, 
Mitchell & Co. (incorporating Barrow, Wade, Guthrie & Co.,) certified public accountants, New York 
City, at the latest statement date. Inventory reported valued at the lower of cost or market. Accounts 
receivable at December 31, 1950, shown net after reserve of $615,175 for possible losses. Fixed assets at the 
same date net after reserve for depreciation, obsolescence and depletion of $46,5 559,883. Of this amount 
$4,827,416 was charged to 1950 operations. The item ‘Development expenses’’ has been deducted in th« 
computation of tangible net worth. No contingent liability reported. 


ANALYSIS 


The financial statements above reflect the individual condition of Mathieson 
Chemical Corp. Its investment in its subsidiaries at the earliest date is carried 
at cost in the item “Investments,” which also includes an amount on deposit 
under New York State workmen’s compensation law. At the 1949 statement 
date, these items have been segregated. At December 31, 1950, the investment 
in subsidiaries has been included in the item “Miscellaneous receivables and 
investments,” 

This company was one of the pioneers in this field in the United States 
and through the years has grown to be one of the leading organizations of its 
kind in the country. Sales have increased steadily, reaching a new peak il 
1948 and operations have been profitable. 
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Net worth has expanded from earnings retained in the business over and 
above dividend payments which have been made without interruption since 
1926. Net working capital has not always expanded at the same rate, due to 
the diversion at times of substantial funds into additional plant facilities and 
this was particularly evident at December 31, 1947, when the fixed asset ac- 
count inereased approximately $9,000,000 resulting in a sharp decline in work- 
ing capital. In connection with the fixed asset account, Mathieson spent ap- 
proximately $29,000,000 on its properties between 1945 and 1948 but the total 
fixed asset account was only carried at approximately $36,500,000 at December 
31, 1948, an apparently conservative appraisal. With the benefit of retained 
earnings and a long-term bank loan obtained in 1948, an improved operating 
position was brought about in that year. In April 1949 the company purchased 
(through an exchange of stock) two large companies in this field, Southern 
Acid & Sulphur Co., St. Louis, Mo., and Standard Wholesale Phosphate & Acid 
(‘o., Baltimore, Md. The former, reported to be one of the largest producers 
of ammonium phosphate sulfur type of fertilizer in the United States had a 
tangible net worth of $6,887,604 and the latter, one of the largest producers of 
sulfuric acid in the United States, had a tangible net worth of $7,648,735. These 
acquisitions added substantially to sales in 1949 and also to profits, both of 
which reached a new high. A long-term bank loan arranged in 1947 with five 
New York banks in the amount of $10,000,000 was to be repaid between 1951 and 
1954, but was repaid in 1949 with part of the proceeds of a $20,000,000 20-year 
term loan obtained from an insurance company. (See below.) 

In 1950 with an increase in demand for the type products manufactured by 
the company, partly as a result of world condtions and partly to new products, 
sales expanded almost 40 percent over the prior year, with profits also showing 
a substantial increase. Activities have all along been financed satisfactorily 
with the aid of bank or other type loans and trade suppliers have reported 
prompt retirement of obligations. 

The purchsae money mortgage represents the remainder due on the purchase 
of a plant at Lake Charles, La., previously leased from the Government, but 
purchased from the War Assets Administration in 1948. This was not due 
until 1953 but was repaid in 1949. 

The paid-in surplus of $7,829,672 arose in 1949 as follows: 481,826 shares of 
common stock at $85 per share were issued in connection with the acquisition of 
the net assets of Standard Wholesale Phosphate & Acid Works, Inc., and South- 
ern Acid & Sulphur Co., Ine. Of this total amount of $16,863,910, $9,034,237 was 
allocated to the capital stock account at $18.75 per share and the remainder at 
$16.25 per share was set up as paid-in surplus. 

In July 1950 the no par value common stock of the company was exchanged 
on the basis of one share (old) for two shares (new) with a par value of $5 
per share. The shares outstanding at that time, 1,343,297 at a recorded amount 
of $25,183,147 were exchanged for 2,686,594 shares at a par value of $5, totaling 
$18,750,177. The difference between these two, $11,750,177 plus $9,400 in other 
adjustments was credited to paid-in surplus. 

In connection with the earned surplus at December 31, 1950, in addition to the 
earnings and dividends as shown, there were other credits of $63,397 and debits 
of $109,059. 

Long term debt: As of April 1, 1949, Mathieson Chemical Corp. obtained a 
20-year unsecured loan in the amount of $20,000,060 from a life-insurance com- 
pany. Interest rate is 3 percent and repayment of the loan will start April 1, 
1952, at the rate of $1,000,000 annually with the balance of $3,000,000 becoming 
due on April 1, 1969. Of the total amount borrowed $11,000,000 was used to pay 
off bank loans outstanding at December 31, 1948, $4,000,000 to retire a 4 percent 
loan which Southern Acid & Sulphur Co. had previously obtained from a life- 
insurance company leaving approximately $5,000,000 to be added to working 
capital, 

Current investigation: On February 12, 1951, A. P. Winsor, secretary, said that 
there have been no fundamental changes in the financial condition of the com- 
pany since the year-end figures were prepared. 
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TRADE INVESTIGATION 


Following are the results of a trade clearance completed under date of Feb- 
ruary 5, 1951: 


High credit Owe | Past due 








j j 

Terms of sale | Payments 
ih : seg aE CY IPERS: RONEN BOMEER Wiar™cosedl Lise 

$11, 295 0] 0 | 1-10-80._..........| Dise. 

2 af 1, 900 107 | 0 | 4% of 1-10 Prox__.-| Disc. 

eae | Substantial Tee eee Ul! Dise- Ppt. 

eve i ; : 184, 306 0 yb 6 eb abe Ppt. 

5 -| 49, 800 Pe foe oa ce | 10th day succeed | Ppt. 

| | month, 

6 pe 15, 827 i eres ee ee 

rj ---| 5, 000 eR, REPRE RTS 10 dys net._..-....| Ppt. 

s.... aout 3,000 | 0 gh RCE ae Se ee as couy 

9. | 767 | bs Die i arse ra Rese W eee RSME IES Cos 

10 =| ai: Sine ee aerate pt 





BANKING RELATIONS 


Accounts are maintained at three local and a number of out-of-town banks 
with aggregate balances ranking well up in seven figures. Loans have been 
granted the company on its own paper and in 1947 a group of banks made a term- 
loan agreement with a credit of $10,000,000. This loan was repaid in 1949 from 
the proceeds of a $20,000,000 term loan obtained from a life insurance company. 
All relations are reported favorable. 2-14-51 (252 216) A13 A384 A116. 


DUN & BRADSTREET, INC. 
SPECIAL NOTICE 
((A) SN 6 April 11, 1951) 


Mathieson Chemical Corp., Manufacturers of chemicals, Baltimore 2, Md. 

Rating: Aa Al Also Branches. F 

According to figures released for publication, net income (after provision for 
income taxes) for the first quarter ending March 31, 1951, was $2,906,689 as 
compared with $2,202,751 for the comparative period of 1950. Income tax for 
the 1951 period was $3,660,000 as compared with only $1,255,000 for the com- 
parative period of 1950. 

It was also announced that the subject company has offered to purchase, from 
Mathieson Hydrocarbon Chemical Corporation, the chlorine plant being erected 
by the latter, adjacent to Mathieson Chemical’s plant in Saltville, Virginia. The 
Board of Directors of both companies have approved the transaction, and the 
shareholders of Mathieson Hydrocarbon are meeting on April 16 to vote on its 
sale. It is expected that the transfer will take place sometime in May and that 
the plant will be completed late in the third quarter of the current year. 4-11-51 
(252 216). 


DUN & BRADSTREET, INC. 
SPECIAL NOTICE 
((A) SN 6, June 22, 1951) 


Mathieson Chemical Corp., Manufacturers of chemicals, Baltimore 2, Md. 

Rating: Aa Al Also Branches. 

Effective June 30, 1951, Lebanon Fertilizer Works (Inc.), Lebanon, Pa. (a 
wholly owned subsidiary), will be dissolved and the plant at that location oper 
ated as the Lebanon Fertilizer Works Division of Mathieson Chemical Corpora- 
tion. 6-22-51 (252 216). 
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DUN & BRADSTREET, INC. 
b- SPECIAL NOTICE 
((A) SN 6, July 6, 1951) 


Mathieson Chemical Corp., Maiufacturers of chemicals, Baltimore 2, Md. 

Rating: Aa Al Also Branches. 

On July 5, 1951, A. P. Winsor, Secretary, said that the chlorine plant now in 
process of construction at Saltville, Va., was purchased from Mathieson Hydro- 
carbon Chemical Corporation as of June 15, 1951. 

Winsor did not state the consideration involved but said that Mathieson Hy- 
drocarbon Corporation was paid in cash for its expenditures to the date of 
transfer, and Mathieson Chemical Corporation will pay the remaining cost of 
construction, The plant is expected to be in operation later this year. 7-6-51 
(252 216). 


Dun & BRADSTREET, INC. 
SPECIAL NOTICE 
((A) SN, 6 July 31, 1951) 


Mathieson Chemical Corp., manufacturer of chemicals, Baltimore 2, Md. 
Rating: Aa Al Also Branches. 


tt -— VW 


Directors of Mathieson Chemical Corporation and the company’s affiliate, 
Mathieson Hydrocarbon Chemical Corporation, are reported to have voted on 
July 26, 1951, to submit to shareholders a plan of merger of the two corporations. 
Shareholders of Mathieson Hydrocarbon will receive two-thirds of a share of 
Mathieson Chemical common stock for each share of Mathieson Hydrocarbon 
held. 

Of the 1,045,334 shares of Mathieson Hydrocarbon stock now outstanding, 
Mathieson Chemical is reported to own 466,667. The shares of stock, both com- 
mon and preferred of Mathieson Chemical Corporation will remain unchanged. 

Subject to satisfactory arrangement of proposed merger and a favorable tax 
ruling, the necessary stockholders meeting will be called to vote upon this pro- 
posal as soon as practicable. 7-31-51 (252 70). 


Dun & BRADSTREET, INC. 
SPECIAL NOTICE 
((A) SN, 6 October 16, 1951) 


Mathieson Chemical Corp., manufacturer of chemicals, Baltimore 2, Md. 

Rating: Aa Al Also Branches. 

According to the local press, Mathieson Chemical Corporation has purchased 
134,725 shares of American Potash & Chemical Corporation, Los Angeles, Cali- 
fornia, for $5,389,000. This represents a 25% interest, and following the pur- 
chase, Thomas F. Nichols, John C. Leppert, Sinclair Richardson, Robert G. Stone, 
und Gardiner Symonds of Mathieson were elected to the Board of Directors. 

Net sales of American Potash were $17,114,550 in 1940 with a net profit of 
$2,559,911. 10-17-51 (252 385). 

Dr. Hammer. Mr. Chairman, I am through now. I would just like 
to make this request, if I could. 

We have asked to see the proposed lease about the Mathieson Co. 
so that we could evaluate it and compare it with our own. 
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I understand that it is available to your committee and that it was 
too late to get it till this morning, because of the shortness of time. 
We would also like to have the detailed statement of the Army as to 
the cost, to use the language in the bid, of rehabilitating the plant to 
the extent necessary to put it into immediate operation. It is my un- 
derstanding from the testimony that the Army’s estimate is $4,400,000 
compared to our estimate of $750,000. If $4,400,000 is what is required 
and it is in the terms of the bid, then we have obligated ourselves 
when we signed the bid and deposited our certified check, to go 
through with it. 

However, we think we are entitled to see the Army’s estimate. This 
is the first inkling we have had of it and we question it very seriously. 

Mr. Lucas. May I ask one question ¢ 

Mr. Courrney. Yes, Senator. 

Mr. Lucas. Dr. Hammer, am I correct in my understanding that 
United Distillers, Inc., sell part of their products to the Rubber Re- 
serve of the Reconstruction Finance ? 

Dr. Hamner. Yes, Senator. 

Mr. Lucas. Do you have any recent figures on the millions of gal- 
lons you sell annually to the Reconstruction Finance Corporation ¢ 

Dr. Hammer. Yes; we are now engaged in a contract to supply 
6,000,000 gallons of alcohol, a contract that runs now into the early 
part of next year. 

I would say also we submitted to the Army Corps of Engineers the 
names of our principal customers, with whém we have had dealings 
with, customers like Tennessee-Eastman, who buy millions of gallons 
of alcohol from us; the Koppers Co., which is one of our important 
customers; Ford Motor Co., and so forth. We gave the Army a list 
of these customers and asked them to communicate with them as to 
our reliability. 

We also gave them the names of our key personnel, all of whom we 
consider top chemical engineers, certainly as good as some of the men 
that Dr. Brown recruited for the Heyden Chemical Co. when they 
had no one with ammonia experience. Dr. Brown has talked to our 
staff and he felt he could do a good job on whatever is necessary, using 
some of our own key personnel. No mention of that was made by the 
Army authorities in their testimony. 

I would like also to say, in connection with our ability to finance this 
project, that in the fiscal year ending 1947 our company’s sales were 
$43.300,000. 

Mr. Courtney. That was United Distillers of New York? 

Dr. Hammer. That is right; it is our consolidated sales of our main 
company and our subsidiaries. 

Mr. Courrney. Will you clear that up for the record since you are 
the chairman of the board of United Distillers of New York? 

Dr. Hamner. Of New Jersey—and I am president of United Dis- 
tillers of New York. 

Mr. Courrney. Which company is it that made the bid / 

Dr. Hammer. We made the bid so there would be no question re- 
garding our financial status. We made the bid in the name of our old 
established company that has been in business since 1933, United Dis- 
tillers of America, Inc., New York. But we organized this New 
Jersey corporation to separate our ammonia business from our indus- 
trial alcohol business. We have told the Army that all the resources 
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United Distillers of America, Inc., the parent company, would 
guarantee performance of all operations of the subsidiary and we 
left to them what they would prefer. We told them if they would 
prefer to have the parent company operate the lease, we would agree 
to do so, and the bid, the binding bid, was made on behalf of the parent 
ompany ; so that there would be no question about the financial re- 
spt msibility of the company that was making the bid. 

And if the Army preferred to have that company operate the lease 

stead of the New Jersey subsidiary, we were prepared to operate 

the name of the parent company. 

Dr. Brown is vice president of the parent company. He is presi- 
dent of the wholly owned subsidiary, United Distillers of New Jersey. 

Mr. Courrnry. Of New Jersey? 

Dr. Hamarer. Of New Jersey. 

Mr. Courrney. Are there any other quest ions? 

Dr. Ham™er. I would just like to el: arify one point about sales. 

fr. Courrney. When you are talking about sales, just to be clear on 
t! e record, is there more than one U n ited Distille rs of Ameri Ica, Ine °% 

Dr. Hamer. No. There is a Delaware holding company of “a 
same name. 

Mr. Courrney. I understand the New Jersey company which Dr. 
Brown has is inactive / 

Dr. Hamner. That is right; it was only organized for the pur- 
pose of going into the ammonia business. 

Now, we financed sales of 345,000,000 in 1947. This year our sales 
are running at a much lower rate. The price of some of the com- 
modities we sell has been substantially reduced and our sales this year 
will not exceed $18,000,000. If we could finance $43.000.C00 with our 
present capital, the sale of 220,000 tons of ammonia at $80 a ton is only 
about $16,000,000 a year, and superimposed on our persent sales would 
still be far below the amount of sales we have been able to finance in 
the past. That is based on the selling price of SSO, whe re: is the cost 
of production, as I explained, is only 858, so how it is conceivable any- 
one could think we could not finance this operation is beyond us. 

Mr. Courtney. Is this $45,000,000 the cost of your product at 
wholesale or retail ? 

Dr. Hammer. Retail—that is, manufacturer’s selling price. 

Mr. Courrney. Manufacturer’s cost ? 

Dr. Hammer. Manufacturer’s selling price. 

Mr. Courtney. Let me get it clear 

Dr. HamMer. That is our invoice price. 

We gave those figures, in the form of certified statements from our 
auditors, to the Under Secretary’s Office. 

Mr. Courtney. They are contained in this statement, are they not ? 

Dr. Hamer. That is right, in the statement given to the Under 
Secretary’s Office. 

We gave a statement of our sales for the 414 years ending March 
31. Our sales were $101,426.000. Our net profit for that period was 
approximately a million dollars a year after taxes. 

Mr. Lucas. Mr. Chairman, it seems to me the committee would be 

within its powers to evaluate the lease made by Mathieson, as com- 
‘i ired with the firm bid made by the United. 


914238—51 9 
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I don’t know whether the lease is in the record or not but it seems to 
me it should be, if it isn’t. 

Furthermore, I should like to call attention to the testimony on page 
53 of Mr. Alexander, when he is discussing with the committee different 
people who apparently might be interested in the leasing of this plant. 

I say this. If I were a “member of the committee I would want to 
know why Heyden, who operated this plant heretofore, had a slight 
murmur of interest, as Mr. Alexander testified, and then bowed out 
of the picture. 

I think it is proper to know why Heyden did not pursue this lease 
further. 

And in that same statement, Mr. Alexander said: 

Mathieson having sent us a letter indicating a possible interest, it might be 
well at this time to explore whether or not there might be a possibility that they 
might make a proposal that would be adequate. I telephoned the executive vic« 
president of Mathieson and he said it was possible they might be interested, and 
consequently he and some of his people came down. I had one meeting with him 
from which it developed there was enough of a possibility of agreement on thi 
basis of the high standard we set for the lease of these premises, to inform both: 
Allied and United that their proposals were not being accepted. 

He further states that— 

Negotiations were pursued by others, not me, and the conclusion was to offer a 
lease to Mathieson which my technical advisers said to me was sufficiently good 
for comparison to even the bid of Allied. 

If I were a member of the committee I would want to know who the 
technical advisers are to Mr. Alexander and what their background 
and qualifications are. 

In that respect, to this whole situation, I think the committee ought 
todothat. Iam only making that suggestion. I think the committee 
has the power to do that if it so desires. 

Dr. Hamner. Mr. Chairman, I don’t know whether this has any bear- 
ing on that statement but in that Dun & Bradstreet report I put i: 
the record there was a pink slip here just released, stating that Mathie- 
son Chemical Corp. has purchased 134,000 shares of American Potash 
for $5,389,000. This is a subsidiary of the Heyden Chemical Corp.. 
and in——— 

Mr. Courrnry. You mean American Potash is a subsidiary of 
Heyden / 

Dr. Hawaer. Of Heyden, and Heyden has been trying to sell 
this plant for a long time and according to market reports the sale 
of this plant to Mathieson gave Heyden an enormous capital gain. 

Mr. Lucas. Is there anything else? 

Dr. Hammer. I think that is all. 

Mr. Courtney. Have you anything further, Senator / 

Mr. Lucas. I think that concludes the presentation. 

Mr. Courrney. May I ask a question here, Dr. Hammer, so that 
we will be clear on it. 

As I understand it, your bid unconditionally proposes to accept 
for whatever costs may be involved the rehabilitation of the plant as 
referred to in paragraph 5 (g) of the invitation 4 

Dr. Hamner. That is correct. 

Mr. Courrnry. Have you ever satisfied yourselves—has the dis 
cussion ever occurred between yourselves and the Army concerning 
the extent of the rehabilitation which would be required or was co! 
templated 7 
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Dr. Hamer. Mr. Chairman, we have never had a chance to sit 
down with the Army to discuss that. The Under Secretary, Mr. 
Alexander, said his front door was open to us. I saw him once with 
Dr. Brown and Mr. Fenderson and all he did was listen. Mr. Fender- 
son saw him once more, and all he did was listen. None of the Army 
personnel would ever tell us what was going on. We never could 
find out what were the reasons they questioned our bid. We had to 
uess all the time. We had to listen to rumors. We were never told 
hat there was any such question. 

If there was, we would have been able to satisfy ourselves and then. 
Dr. Brown, after all, knows as much about Morgantown as any man 
alive today. He is the man that left the plant a litle over a year ago. 
He saw it put away in moth balls. He ought to know the condition 
of the plant; what the condition of the plant was then, when it was 
put away. The men he picked to run that plant, some of them, are 
still there. He has been in touch with them. They have told him 
the plant was in good condition, in excellent condition, and if he 
estimated $750,000 he must have had some grounds for estimating that 
figure. 

Mr. Courtney. Well, apart entirely from that, just address yourself 
to this specifically: The undertaking of the proposed lessee, as speci- 
fied in the invitation about which we have been talking, is the uncon- 
ditional obligation on the part of the lessee to meet Army standards 
and to do it at its own expense all rehabilitation and other work neces- 
sary to place the plant in operating condition. 

Now, specifically, did your company at any time prior to the sub- 
mission of its bid or subsequent to the final go-round, as it has been 
called here, enter into any discussions either by your invitation or at 
the invitation of the Army concerning the subject of rehabilitation. 
which would be or could be a substantial charge / 

Dr. Hamer. No, sir; we would have liked to; we tried to draw 
them out. The telegram that Dr. Brown put in the record was an 
invitation to such a discussion. The telegram was never acknowl- 
elged. It was never questioned, the figure we put in the telegram: 
we were never given a chance to take part in discussion. 

Mr. Courrney. Did you specifically invite a conference on this 
subject 4 

Dr. Hamer. We did in that telegram. Would you like me to 
read the telegram again / 

Mr. Courrney. You are making the record. 

Dr. Hamner. I would like to read the telegram again. We invited 
discussion. We said—and the date of this telegram is September 4, 
ind it is addressed to the Under Secretary of the Army: . 


oO 
~ 
{ 


We have been informed of some, but not all of the questions raised by Army 
officials regarding awarding our company a lease on the Morgantown Ordnance 
Works on our high bid. The major one seems to be that our resources are 
considered inadequate but there appears to be a wide divergence of opinion 
in the Department as to capital requirements to bring the plant into produc- 
tion and operate it. In our opinion, based on the writer's actual experience 
With the reactivation of Morgantown in the past, moditied by its present cond 
tion, the cost of reactivating the plant is not more than $750,000. 


i- 


Now, if the Army had a figure of $4,400,000 and they received a 
} . . ‘ ‘ 
telegram of that kind, and we ended the telegram with these words: 


’ d P = 
We feel that some misunderstunding exists that may be corrected by the 
ibove information 
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that was certainly equivalent to asking for an opportunity to discuss 
this question. We only heard it from hearsay. We were not officially 
informed on this. These were some of the rumors Dr. Brown picked 
up around Washington. 

Mr. Courrnery. Then, specifically beyond the contents of that 
telegram and the circumstances surrounding it, did you ever address 
yourself or invite discussions on the subject of the cost of rehabili- 
tation as it was determined by the Army ¢ 

Dr. Hammer. No, sir; we were ready to undertake the obligation 
that was required in the bid. The bid said we will do whatever was 
necessary to put the plant into immediate operation and we wer 
prepared to do it, and if it cost $4,400,000, if we were mistaken in 
our estimate of $750,000, we still intended to go ahead and go through 
with it, 

You must remember there was no figure in any of the bids; there 
Was no estimate supplied in the bid or any inkling of any figure as 
to what it would take, and you have seen that Mathieson’s estimate 
was two or three million as compared with the Army’s estimate of 
four million four hundred thousand. 

Mr. Courtney. Now we have no lease. 

For the information of counsel, this question has been asked in the 
testimony of Dr. Hammer. 

It is the understanding of the committee that there is no lease in 
existence. It is the understanding of the committee that the Army 
proposes to lease on conditions represented in a presentation made 
to the committee. That appears as Real Estate Management Project 
No. 1, and the certification from the Army is that it 1s in compliance 
with title 6 of Public Law No. 155, Eighty-second Congress: 

The information set forth above is submitted with the request that the 
Committee on Armed Services indicate approving all of the proposed action. 

And then follows a narrative statement which I presume is a net 
of the negotiations which have been carried on and will be incor- 
porated into a lease. 

Mr. Berce. In addition to that would it not be necessary for the 
subcommittee to examine the actual draft of the proposed lease? | 
would suppose, knowing the things that a lawyer actually runs into, 
that the fine print in a contract of any sort is often a controlling and 
important thing. 

Mr. Courrnery. I am afraid we would be getting into the business 
of the Attorney General and all of the other legal offices. 

Mr. Berer. Then it is not the practice to see the full lease? 

Mr. Courtney. No, sir. 

Copies of the submission will be supplied to you, since it was a 
matter of public information at the time it was presented to the com- 
mittee last week. You are free to examine it while you are still here 
if you have not already done so. 

Mr. Berce. I must confess that I am not too familiar with the law, 
Public Law 155, but suppose it turned out that there was a substantial 
variance between the language of the lease and the substance that has 
been submitted, what would the legal status be? 

Mr. Courrnry. Obviously it would not have the approval of the 
committee. 

Mr. Berce. The approval of this committee is now committed to 
the execution of a valid lease, is it not ? 
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Mr. Courtney. It is assumed that a valid lease will be executed and 
that the lease will be upon the terms and conditions set forth in this 
synopsis, otherwise there is no approval. This committee certainly 
does not go into the fine print in the lease. There are certain statutory 
requirements in the lease that the committee would not be concerned 
with. We would assume that an officer of the Government charged 
with such responsibility would make such a lease. 

Mr. Lucas. May I get the interpretation of counsel on this part 
of the law. It says, H. R. 4914, as it passed the House August 14, 
contained a requirement, the Secretary of the Army, the Secretary 
of the Navy, the Secretary of the Air Force, and so forth, shall, and 
I quote: 
shall come into agreement with the Committee on Armed Services of the Senate 
and of the House of Representatives with respect to leases granted on property 
and so on and so forth. 

What does that “come into agreement” mean ? 

Mr. Courtney. Come into an agreement as to the general terms 
of the lease. 

Mr. Lucas. General ? 

Mr. Courtney. That is right; that is the actual practice, Senator. 
By that I mean the actual details of the lease is something for the 
lawyers to work out. The committee is concerned with the propriety 
of the lease and safeguards. 

Mr. Lucas. The committee is concerned mostly with fundamental 
principles in the program and the details of the lease are left to work 
out with the lawyers? 

Mr. Courtney. That is correct. 

Mr. Lucas. That is accepted practice. 

Mr. Courrney. And I believe that if you carry along further in 
the law, there is a provision there the certification sent by the com- 
mittee is assurance to any purchaser of approval. 

Mr. Lucas. It is obvious on second thought the committee could 
not go into every detail of the lease. 

Mr. Courtney. Now, one other question. I think, Dr. Hammer. 

Do IT understand then that this present proposal is in the name of 
the parent company? 

Dr. Hamm™er. That is right. 

Mr. Courrney. Of which you are the chairman of the board? 

Dr. Hamer. Yes. 

_Mr. Covrrnry. Do vou intend to have an active part in the opera- 
tion of this lease when and if it is granted ? 

Dr. Hamner. Yes. 

Mr. Courrnry. And your experience has been, I think, 10 vears? 

Dr. Hamar. Oh. our company was organized in 1933. } 

Mr. Courrnry. I am speaking about your personal experience. 

Dr. Hamner. My personal experience dates back to, in business—I 
assume vou mean in business ? 

Mr. Courrnry. Yes. 

Dr. Hammer. That is right. 

Mr. Covrryry. First. your connection with United Distillers and 
then continue like Dr. Brown, so that we may know who the technical 
people will be; just state your past experience. 

Dr. Hammer. My past experience in business goes back to 1918. T 
spent 33 years in business. And the company that made this bid was 
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organized in 1933, and IT have been active in that company ever since. 
Mr. Courtney. Did you organize United Distillers? 
Dr. Hammer. Yes. 
Mr. Courtney. You and a group? 
Dr. Hamner. Yes, sir. 
Mr. Courrney. ‘And they have been in existence since 1933 ? ro} 
Dr. Ham™er. That is correct. ’ 
Mr. Courrney. And you have been connected with the company all 


ie eed ed eed eed 


that time? . ha 
Dr. Hamner. I have been; that is correct. I am president of the off 
company. wi 


Mr. Courrnry. And you have been president of it all that time? 

Dr. Hammer. Yes. 

Mr. Courtney. And any prior experience—with whom were you di 
connected prior to that time? 

Dr. Hammer. I was in various business enterprises prior to that 


time. 
Mr. Courtney. Just for the record, since you bear the honored 
title of doctor. p 


Dr. Hammer. I am a doctor of medicine. 

Mr. Courrnry. From where? 

Dr. Hamner. I graduated from Columbia University, College of 
Physicians and Surgeons, in 1921, and while I was studying medicine ce 
I was active in business at the same time, and my business interests 
grew so large that I have never practiced medicine but I have always 
remained in business. 

Mr. Courrney. Well, Doctor, what fields have you been in since 
the subject of technical capacity has been concerned here / 

Dr. Hamner. I make no claim to technical capacity of any kind. 1 
simply claimed I would look after the business administration. 

Mr. Courtney. Well, Doctor 





Dr. Hammer. And the financing of this, and I leave all the technical ] 
side of that to my associate, Dr. Brown, who I think is well qualified. 

Mr. Courtney. Well, Doctor, just tell us what concerns-you have 
been connected with and where. I assume in New York? 

Dr. Hamner. Yes. 


Mr. Courtney. Give us the concerns and what you did. 

Dr. Hammer. Well, I was president of Allied American Corp. 

Mr. Courrney. What is that? 

Dr. Hammer. In New York. That was back 30 years ago, and that 
company represented Ford Motor Co., United States Rubber Co., 
Allis-Chalmers, Oliver Plow Co., and many other companies too 
numerous to mention. 

Mr. Courtney. How long were you with them, Doctor? 

Dr. Hamuer. I was with the Allied American Corp. for about 
10 years. 

Mr. Courtney. In what capacity ? 

Dr. Hamner. I was first secretary of the corporation and then 
eventually became president of the corporation. 

Mr. Courrnry. And you were president when you withdrew? 

Dr. Hamner. That is right. 

Mr. Courtney. What was the nature of the business beyond these 
connections that you have mentioned ? 

Dr. Hammer. Which business are you referring to? 
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Mr. Courtney. The nature of the business of Allied—— 

Dr. Hamner. It was an export and import business. 

Mr. Courrney. In this country? 

Dr. Hamner. This country and abroad. 

Our main office was in New York. We had branches all over Eu- 
rope—London, Paris, Berlin, and other countries. 

Mr. Courrney. What other countries, Doctor ? 

Dr. Hammer. Well, we had an office in Moscow, at that time, we 
had a concession agreement. We had an office in China. We had an 
office in Latvia. We had branches in various cities throughout the 
world. 

Mr. Courrney. Did your business carry you to them ? 

Dr. Hammer. Oh, yes. I made three or four trips a year to Europe 
during that time. 

Mr. Courtney. To visit these branch offices ? 

Dr. Hammer. That is right. 

Mr. Courrney. At this time were you the head of the concern? 

Dr. Hamner. It was first as secretary and then I became the 
president of the concern. 

Mr. Courtney. About how long after you got in the concern ? 

Dr. Hammer. I should say about 3 or 4 years. 

Mr. Courrney. Have you sold out your interest in this other 
concern ¢ 

Dr. Hammer. No, the company was liquidated. 

Mr. Courrney. It was liquidated ? 

Dr. Hammer. Yes. 

Mr. Courtney. When was that, Doctor? About what time? 

Dr. Hamner. In the late twenties. 

Mr. Courrney. Well? 

Dr. Hamner. I would say about 1929 or 1930, 

Mr. Courtney. When, with relation to the time you got into United 
Distillers? 

Dr. Hammer. About 3 or 4 years prior to the organization of this 
present company. 

We also had a company that manufactured oak staves and we 
manufactured barrels; we were one of the largest producers; we had a 
large plant in New Jersey, and another plant in Brooklyn, and we 
manufactured wooden barrels for all kinds of chemicals and for 
various industries. 

Mr. Courrney. Doctor, was that in the interval between the liqui- 
dation of the Allied Chemical and the formation of United Distillers 
or was it coincident ? 

Dr. Hammer. You mentioned Allied Chemical- 

Mr. Courrney. Whatever the original company was. 

Dr. Hamer. Allied American. Yes; that was prior to the time we 
entered the distilling business. 

Mr. Courrnry. Now, Dr. Hammer, we can summarize what has 
transpired here at the moment. I take it your position is that on the 
last date of the bid, at which time there were two bidders who pre- 
sented checks at Louisville, that the Army would be obligated on 
the face of the invitation to award you the contract if one was to be 
awarded ? 

Dr. Hammer. That is correct. 
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Mr. Courrnry. Do you take the position that the Government doe: 
not have the right to reject a bid and to renegotiate ¢ a 

Dr. Hammer. Well, I am not a lawyer. I am not in a positio1 
to take a position. It just seems to me from my business experience 
that if sealed bids are asked and you comply with all the terms oi 
the sealed bids and you file a certified check guaranteeing perform- 
ance and your financial status and technical status is reasonab]\ 
suflicient to warrant the carrying out of the terms of that contract, 
that this contract should be given to the highest bidder. That is m) 
understanding of the ethics of business and the ethics of government. 

Mr. Covurrney. I am not trying to ask the question of you. You 
have the benefit of counsel. But what we are trying to do is point 
up here in the record and for the consideration of the committee the 
precise points of your complaint. 

One is, I believe, from your letter and your testimony here today, 
as you have stated, that come the date of the final closing of the bids 
and the submission of the bid of your company, at which time there 
were two bidders, one of whom was disqualified. 

Dr. Hamner. Yes. 

Mr. Courtney. I think that was the testimony ? 

Dr. Hamner. Yes. 

Mr. Courtney. At that stage of the game, the Army was bound 
to accept your bid. 

That seems to be your position. Is that right? 

Dr. Hammer. Yes, sir, unless there was some reason beyond any 
doubt as to our financial condition or inability to carry out the con- 
tract—which we hope we have been able to demonstrate to your 
committee was not so. 

Mr. Courtney. Then the only reasons that you know of, let me 
see if this summarizes your position again, for not being considered 
at that time are upon the ground, one, of your financial inability or 
limitation, if you will, to carry out the obligations of the proposed 
lease to the Government 

Dr. Hamer. That is correct. 

Mr. Courtney. And secondly, the matter of the technical staff 
that would be available to you for engaging in this type of manufac. 
turing with this type of plant? 

Dr. Hammer. I think, Mr. Chairman, that is clear from the rec- 
ord, the transcript of the record of the testimony of the Under Sec- 
retary of the Army, and the other Army officials made before your 
committee at the last hearing. 

Mr. Courtney. I just want to say if there is any other supple- 
mentary data, information or additions which you desire to make to 
the record, you are perfectly free to do it. 

Mr. Lucas. Mr. Chairman, this is only perhaps in the nature 
of argument, but it seems to me that the record is perfectly clear as 
a result of the testimony that has been taken that if the Allied Chemical 
group could have qualified under the antitrust laws on the second 
bids, the Army would have awarded the contract to them. 

So undoubtedly they must have had something in mind when they 
asked for competitive bids in view of the fact they would have awarded 
the contract if they could. 

Now, if they take that position with respect to the Allied proposi- 
tion, if they take that position they can only disqualify United Distil- 








ae cal ae 





PROPOSED LEASE OF MORGANTOWN ORDNANCE WORKS 133 


lers on the ground that they either do not have the financial ability 
or the technical ability to qualify. 

We sincerely bejieve that in this hearing this morning we have 
demonstrated beyond the peradventure of a doubt that we have both 
the financial ability and the technical ability to carry though this 
contract. Furthermore, if there was to be negotiation, and I under- 
stand they do have a right to negotiate, we undertake to say that 
they did not negotiate with everyone involved in the original bids. 
The fact of the matter is that they negotiated only with an individual 
who had no bid whatever; he merely wrote a letter. The Mathieson 
Co. merely wrote a letter and said, “We might be interested.” They 
called him and said, “Come on down,’ and on one meeting, said, 
“There is a probability you will have this.” 

Now, if you are getting into the legal angle of it, we seriously 
contend in this hearing that the Army is really bound under all the 
cireumstances to accept this contract. 

Mr. Brown. May I put in this opinion, on this same matter, as 
president of the minor company ? 

Mr. Courrnry. Yes, doctor. You make the record. 

Mr. Brown. I had exactly the same viewpoint. The timing of the 
thing, the decision was to be made by the Army on Friday. I held 
myself available, thinking—and I knew of the fact that Justice was 
going to send a letter to the Pentagon disqualifying the Allied; and 
I really expected that we would be summoned to show cause why we 
were not qualified to operate the plant if anyone thought that—either 
on Saturday or on Monday; but certainly as a qualified bidder with 
a check in, before they went to any outsider to negotiate; but actually 
that negotiation was carried out while I was waiting to be called 
and we were told the negotiation had been made and the decision 
had been arrived at there and we were out. 

Senator Lucas expressed it better than I have, but that is my 
disappointment, and an expression of my disappointment, of the 
way it was handled, exactly. 

Mr. Courtney. May I ask this question? In the invitation which 
is this yellow document which is in the committee’s files, clause 6 (g) 
it says this, on the rejection of bids. “The right is reserved to reject 
any and all bids and to waive any informality in bids received and to 
accept or reject any items of any bid unless such bid is disqualified 
by a specific limitation.” 

In the case you just posed, where you wind up as the one remaining 
bidder, suppose that your bid was what we might call a “sleeper.” I 
think you understand the meaning of that term. 

Dr. Hammer. No, I don’t. 

Mr. Courtney. Well, it is just one of those $1 bids. Suppose some- 
body had walked in here in this case we were posing. Suppose you 
were disqualified by fiat of the Justice Department on the charge that 
you were exceeding the bounds or limitation on production and would 
therefore violate the Sherman Antitrust Act, and other statutes, and 
supposing the Secretary of the Army were confronted with a modest 
bid—let us put it that way; or a low bid, in dollars. Let us suppose 
that somebody bid $10,000 for the rental of this plant. 

Would you consider that under the terms of this invitation and 
under 6 (g), the Secretary of the Army would be required to let a bid 
of that kind? Would he be obligated to accept it? 
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Dr. Hamer. Well, if you read the terms of that bid, that would 
be impossible, because the obligation alone to rehabilitate the plant 
in order to get it in operating condition, even under our figure would 
require $ $750,000. The cost of maintaining the plant when it wasn’t 
operating would take at least $500,000 a year. The Army put in their 
minimum of 5 years. Nobody could go in there with $10,000 or a 
dollar and make any such bid. They would have to comply at least 
with the minimum requirements, which are inflexible, and which, by 
the way, were contrary to the testimony you had. 

The impression I got from reading the record of the Under Secre- 
tary’s testimony was ‘that he considered this was no invitation to bid, 
that this was no sealed bid, that this was just a friendly get- together, 
and all they did was to say, “Come down and let’s talk it over. 

We didn’t get that impression. To us this was a very serious busi- 
ness; this was s handled in the same way that every other serious sealed 
bid transaction has been handled by the Army or by any other Govern- 
ment agency. Iam sure there are many bidders in the United States 
that would have bid on that plant if they knew all they had to do was 
to write a letter and then have a chance to get a free ride on an 
$81,000,000 proposition that might make millions of dollars, and then 
walk away from it in a couple of years and hand it back to the Govern- 
ment if there were losses. 

Mr. Courrney. Then I take it you have no quarrel with the propo- 
sition that if the bid was inadequate on its face, that the Secretary 
would be under the duty of rejecting it ? 

Dr. Hammer. Absolutely. But I also take the position that infor- 
mation we presented disproves that. Even the Under Secretary said 
we are not entitled to be called a small company; he makes the state- 
ment while he does not consider us as large as Mathieson, he considers 
us a very large company, and he says in his testimony it is very possible 
that United could have swung this thing and could have operated the 
Morgantown plant successfully. He says that right in his testimony. 

If he felt that way, why didn’t he call us down to negotiate ? 

Mr. Courrnery. Then if we eliminate the question, I just said it is 
the right and duty of the Secretary of the Army to reject on condi- 
tions where the best interests of the United States are not being served, 
and I take it that is a proposition with which you agree? 

I notice you are in conference. 

This question gets down to the question of whether or not there was 
proper consideration given to your financial ability, to what you have 
done heretofore in responding to the Secretary’s invitation to lease 
the property, and to the technical capacity of the people who were 
proposing to manage the plant. 

Dr. Hamner. That is exactly right. 

Mr. Courrney. That is right? 

Dr. Hammer. Yes, sir. 

Mr. Brown. Yes, sir. 

Mr. Lucas. I should like to propound this query : 

What public interest is being served by rejecting a bid that we feel 
is adequate and proceeding on an entirely different theory of negotiat- 
ing the bid, which I can see they have a right to do; but how is the 
public interest served by that sort of thing ? 

Mr. Courtney. I am glad, Senator, you are not going to make me 
answer that question. 
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Mr. Lucas. That is what the committee is for; it could make that 
determination. 

Mr. Courtney. Mr. Clemente calls attention to a second paragraph 
in the investigations, (h), under the same number, award of lease: 

Lease will be awarded to the highest bidder complying with the conditions of 
this invitation for bids providing the bid is responsible, his bid is reasonable, 
and it is in the interests of the United States to accept it. 

I should have read that as part of the question. 

I assume you took that into account. Tassume you took into account 
all of the requirements, and the question I had was whether or not the 
Secretary might reject where the bid was not in the best interests of 
the United States or being insufficient on any other ground, prin- 
cipally financially. 

Mr. Berce. Would it not be correct to say the section you just read 
indicates if the high bidder meets those qualifications, his bid should 
be accepted? I assume we are not here to discuss whether or not 
the Secretary can legally reject the sleeper type of bid, because there 
is no argument about that; but the purpose of our presentation today 
was to show that we met the standards that are laid down in the para- 
graph you have just read and that being so, if we were talking in a 
court of law, we would say that it was an arbitrary, capricious, and 
unreasonable action not to accept our bid or, at least, not to give us 
an opportunity to negotiate, if there were any doubtful questions. 

Mr. Courtney. I was trying to summarize here in the form of a 
question what this committee has to consider in the proposal made 
to it, and I wanted to eliminate from the consideration those elements 
that would not be vital. I take it that although your letter of protest 
places great emphasis on the circumstances under which the bids were 
rejected, that you do not quarrel, as a matter of principle, with the 
right of the Secretary to reject all bids, in the public interest and as 
provided in this paragraph ¢ 

Mr. Berce. We do not quarrel with his right to reject it for a good 
eause but I do not think we would be prepared to concede that he 
can reject them for arbitrary or unreasonable reasons. 

That is, the paragraph that you read indicates the intention to 
accept bids that meet qualifications specified in there and our purpose 
is to show that our bid was in the public interest and that we did 
have the adequate financial stability, and that we did have the tech- 
nical know-how. 

Mr. Courtney. Isn’t that the nub of this presentation, that, well, 
there is much to be said, or something to be said, at least, on the 
subject of this rejection. 

Your primary concern is that you were not considered either at the 
time of the rejection or in negotiations on the basis of (1), your 
technical capacity, and (2), your financial ability to carry out this 
transaction; and that someone other than yourselves was considered, 
negotiated with, and selected, even though you had presented a high 
bid, with a certified check accompanying it, in compliance with the 
terms of the invitation. Is that it? 

Mr. Lucas. I think that states it very well. But I should like to 
make one more statement, about the public interest. It cannot be in 
the public interest for the Army of the United States to reject a bid 
that is adequate and pursue another course in the negotiation of this 
bid with another concern that made no bid in the first instance. 
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The Government agencies have a duty to perform with respect to 
contractual obligations, the same as individuals have, and I thoroughly 
agree that they have a right to reject; if they don’t like the cut of a 
man’s jaw, I guess they could reject his bid if they want to. But it 
is not in the public interest to do that. 

I think that a committee sitting here under authority of a law that 
was passed recently has a right and should take that matter into con- 
sideration in discussing whether or not you agree that this contract 
ought to be made with Mathieson or whether or not these people are 
entitled to it. 

There is one more request I should like to make, and that is that 
the record be kept open for a sufficiently reasonable time to give us 
an opportunity to look at the so-called narrative or synopsis of the 
contract which has been submitted in order that we may comment on 
it for the record, if that is acceptable. 

Mr. Courrnry. Senator, we have arranged that copies of this hear- 
ing will be made available to you. Unfortunately this is the only one 
here. This is the synopsis of the lease with Mathieson, and the record 
will be held open until you examine it, which I hope will be done im- 
mediately. 

You understand, of course, that the committee is under great pres- 
sure to make its decision in this matter, as I think everyone will agree 
they ought to. 

Mr. Lucas. That is right; if you will expedite it. 

Mr. Courrnry. And we would like to get that behind us. 

Now, there is the matter of the Freeport Coal Co. 

Have you completed everything, gentlemen ? 

Mr. Lucas. Yes; thank you very much. We were afraid at one 
time we might not be able to get a hearing. 

Mr. Courtney. We are only trying to get it out of the way. 

Now, Mr. Sciullo, we can proceed with the testimony of the Freeport 
Coal Co. 

Mr. Sipray. Mr. Chairman and gentlemen, my name is Donald L. 
Sibray, and I am general manager of the Freeport Coal Co., Morgan- 
town, Pa. 

It has come to our attention that in the previous testimony a state- 
ment was made to the effect that the Sharon Steel Co. controlled the 
only adequate supply of coal required to operate this plant efficiently. 

Mr. Courtney. You mean the coke plant coal ? 

Mr. Sreray. The coke plant. 

In Preston County, W. Va., 15 air miles away, there are 500,000,000 
tons of coal. At least 30 to 50 percent of this coal is metallurgical in 
quality. That means that coal is suitable for coke-oven use. That 
means that it is low in sulfur and that it makes a hard, firm coke. 

At this Morgantown plant, a coke is required which is hard and 
firm so that the gas generators, of which there are 13 in this plant, do 
not make dirty, corrosive gas when you pass steam and air up through 
these gas generators, 

During the regime of the du Pont company and during the regime 
of the Heyden company this plant operated with dirty, corrosive gas 
made by the use of Pittsburgh seam coal alone. 

During the Heyden company that coke was furnished by the Sharon 
Steel Co. They coked Pittsburgh coal in the byproduct ovens and 
furnished to the Heyden company a soft, friable coke. That soft, 
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friable coke had the effect of me reasing the cost of operations. How- 
ever, if Upper Freeport coal 1 s blended with Pittsburgh seam coal, 
the end result is a firm, hard se This coal is being blended by the 
Weirton Steel Co. today. They have a 500,000-ton mine which 1s 
directly across the river from this plant, and at that point they are 
mining Upper Freeport coal. They are blending that coal with js 
burgh seam coal for the purpose of making a he urd, firm coke for thei 
metallurgical plant at Weirton, W. Va. Consequently we feel tha’ 
the statement should be corrected. ‘There is suflicient coal to operate 
ihis plant efficiently of the right quality in the vicinity of this plant. 
In coking all companies had come to the blending of coal. They blend 
it for sundry and good reason. One is to m: ake a firm, hard coke. 
Another reason is to reduce the sulfur in another coal which mig at 
be used. 

We claim that if Upper Freeport coal is used in this plant with 
Pittsburgh seam coal, that a firm, hard coke will result and as proof 
we offer the fact that the coal is being mined for that purpose acvos4 
the river from this plant. 

I was commanding officer during the war from some time in 1941 
to April or March of 1943. At that time I recognized the fact that 
coal was an important item, in the ability of the Du Pont Co., to run 
that plant to maximum capacity. The plant’ Ss maximum capacity was 
700 tons of ammonia a day, but during their regime, or during Hey- 
den’s regime, the plant was operating at only 600 tons a day, in order 
not to push the gas gener: tors to maximum capacity with a soft, friable 
coke. 

It is very significant that after the Heyden reign stopped operating 
and it was no longer necessary for the “Sharon Steel Co. to furnish 
coke for this operation that they then improved their coke structure 
by blending coals in this plant. 

I understand today that they are blending a coal brought in from 
Pennsylvania with Pittsburgh seam coal, and I am not sure what coal 
. is, but if it comes from Burwind White people it is from Windber, 

Miller E. Seam, which is Freeport coal shipped from upper 
haem ania. 

I possibly could be correct in that statement. But the fact remains 
that the coal is available to operate this plant efficiently. Gas is not 
required in the plant. If vou put gas in that plant, it requires 36- to 
1)-thousand cubic feet of gas to make 1 ton of ammonia, and at the 
price of 40 cents for the gas it means a cost in basic raw material of 
from $14 to $16 a ton, whereas the cost of coke made from local 
coals in tons of ammonia produced will amount to $7.50 to $8 a ton. 

I am ready to answer any questions that anybody might ask me. 

We are now engaged in operating a mine in Preston County. What 
I mean is we have started to put in a $4,000,000 operation in Preston 
County. We have the go-ahead signal from the Government and we 
have got the money. We are going ahead. We are able to furnish 
the right type of coal to be blended with Pittsburgh seam coal to ar» 
oper ator of that plant when he requires the coal. 

Mr, CLemente (presiding). I might suggest to you that this dis 
cussion which we are now in is outside the province of this committee 
Our control here is the leasing of real estate, and planning, with the 
Army, and that is as far as we go. This is in connection with the 

operation of the plant, and you would have to contact the people who 
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will operate that plant under the lease and convince them it would be 
economical to use this coal. 

Mr. Stpray. That is correct. I was simply answering a statement 
which was made previously. 

Mr. CLemenre. I might supplement that by asking that you submit 
your statement to the Department of the Army, who has under con- 
sideration conversion of the plant from coke to gas. 

Mr. Scruixo. I think it is very germane at ‘that point, because if 
you did not have the raw material this is just as much a part of the 
plant as the buildings themselves. If you did not have the raw material 
to run this plant, you might just as well forget about it, and certain 
misleading statements have been made for self-serving purposes, and 
we put this in the record so that the committee will have all of the 
facts before it, namely, that there is a supply of the raw material; 
whether it happens to be the raw material of the Freeport Coal Co. 
seems to me to be irrelevant, immaterial, and unimportant. But apart 
from the Freeport Coal Co., there are 500,000,000 or more tons of coal 
in this area that could be used in furnishing the raw material for this 
plant. 

Mr. Clemente. We accept your statement in refutation of the testi- 
mony but I think the question of whether or not they should use 
I‘reeport coal or any other coal is a question of economics for a man 
who operates the plant. Whether he can get the coal from hundreds 
of mules away or pick it up from underground right there is a question 
he would decide. Undoubtedly if he were to bring his coal 500 miles 
at the end of the year he would find that he had expended so much 
in freight that it would seriously affect his profits, so that he would 
probably come to the local area to buy coal. That is simple economics. 

Mr. Scrutio. That is right, but this is a question which affects 
the prospective lessee. There is a direct relation here, one just as 
basic as that between the kitchen in a restaurant and the outer part 
of the restaurant, and this question of coal affects the ability of the 
man to operate the plant. 

Mr. Ctemente. Well, he is the one that is going to pay for the coal; 
he is the one that has got to pay for the coal, and whether he brings 
that coal 400 feet, 400 yards, or 400 miles; he has to absorb the cost 
and if he is going to make money on the operation he has to know what 
he is doing. 

Mr. Scrut.o. But is it not the concern of the coke committee to see 
that the lessee will be given an opportunity to secure the best possible 
yield from the oper ation of the plant if he has the knoy, -how and the 
financial ability and if in addition he has knowledge of the availability 
of what raw material there is at least in the offing, so that when vou 
consider this man is going to operate this plant, in the face of the oi 
if he is going to use coal and it is said there isn’t coal, you might sa 
that this man, you wouldn’t know whether he is a good lessee of the 
plant; whereas if the man is going to convert to gas, assuming it to be 
so, he would have a better proposition to make to the Government. 

It would be in the best interests of the Government to make clear 
what raw materials there were. Maybe I am wrong about that but 
[ thought that is why we are here. 

Mr. Clemente. The question of availability of materials is a ques- 
tion for the man who is operating the plant. 
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Mr. Sciutto. But the committee should make clear what is avail- 
able. 

Mr. CLemente. The committee is interested in effecting a lease in 
accordance with the regulation and that is our decision, and whether 
the committee has objection to the leasing or not; that is the only 
thing we are determining here. 

Mr. Scrutio. Isn't it a question of your deciding whether an ulti- 
mate lease is in the best interests of the Government / 

Mr. Cuemente. If the lease returns four thousand, fifteen thousand 
ora million dollars a year—that is in the best interests of the Govern- 
ment; and if we get somebody to operate for 5 years, or 10 years, or 
15, that 1s in the interest of the Government: and whether he operates 
the plant at total capacity, 18,000 tons a month, that is in the interest 
of the Government. That is the only phase, as I see it. 

Mr. Sisray. Before closing, I would like to request when this lease 
is finally let, it should be let to one operator of the entire plant, im- 
cluding the coke ovens, because that lessee will then be in control 
of his basic raw material. 

Mr. Ciementr. I might suggest to you, Mr. Sibray, that you con- 
tact the Army if you have a supply of coal at hand and you might sug- 
gest to them the propriety of changing this, if you can convince them 
of it. Otherwise it would not be the concern of the committee. 

Mr. Sipray. I have a letter here which I should like to have included 
in the record. 

Mr. Courtney. We would be glad to have you submit it. 

(The letter is as follows:) 


{¥irst indorsement] 
0. O. 635/18 34 Morgantown O W 


AttN: ORDIM 
Subject : Morgantown Ordnance Works Dept Army, Ord O, 24 March 1948 
To: The Assistant Secretary of the Army 

1. Information on the extent of coal reserves in general vicinity of Morgan- 
town Ordnance Works, as requested in basic letter, is given below. 

2. Four of the larger companies operating coal mines in the vicinity of Morgan- 
town, W. Va., are: 

(a) Pittsburgh Consolidation Coal Co., Pittsburgh, Pa. 

(b) Koppers Co., Pittsburgh, Pa. 

(¢c) Jamison Coal Co., Pittsburgh, Pa. 

(d) Bethlehem Steel Co., Bethlehem, Pa. 

3. Conversations with representatives of the operating companies indicate 
that three general conclusions can be established as follows: 

(a) There is a vast quantity of coal available in the coal fields adjacent to 
Morgantown, 

(b) It has not been practicable to accurately determine the exact chemical 
and physical characteristics of the coal in the area. This is so because test 
drilling is expensive and there are considerable variations within a given area. 

(ec) Metallurgical coal is the exception rather than the rule. 

4. Information obtained from personnei of the Bureau of Mines, from publi- 
cations issued by the Bureau, and from a West Virginia Geological Survey of 
Preston County, W. Va., confirms the above conclusions, 

5. Coal fields adjacent to Morgantown are in Monongalia, Marion, and Pres- 
ton Counties. The fields in Preston County appear to be the least fully developed. 
\ccording to the West Virgina Geological Survey of Preston County, five dis- 
tricts comprising about 100,000 acres nearest to Morgantown in Preston County 
contained Upper Freeport coal to the extent of 570,000,000 tons. Upper Free- 
port coal beds are reputed to carry substantial proportions of metallurgical 

al. Although the survey was made in 1914) vast quantities of coal remain 
unmined. 
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6. Tbe West Virginia Geological Survey of Preston County cited above is of 
particular interest, in that it tends to substantiate the claim of Mr. H. Hugh 
Jervis of the Freeport Coal Co., Morgantown, W. Va., with respect to both 
the quantity and quality of coal in his alleged holding in Preston County. 

7. It is concluded that there are enormous quantities of coal as such adjacent 
to the Morgantown Ordnance Works. If the grade of coal best suited to the 
needs of the plant is not economically available from currently operating mines, 
it may conceivably become available if and when reserves are developed. As an 
immediate and practical measure, coals with appropriate characteristics and 
within econoinic limits can be mixed or blended on the plant site, if adequate 
equipment is provided, to yield a suitable product, namely, coke. 

J. L. Hotman, 
Brigadier General, Ordnance Department, Assistant, 
(For the Chief of Ordnance). 


Mr. Covurrney. If there is nothing further, we stand adjourned. 
(Whereupon, at 2:25 p. m., the subcommittee adjourned. ) 
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INVESTIGATION OF PROPOSED LEASE OF MORGANTOWN 
ORDNANCE WORKS BY DEPARTMENT OF THE ARMY 


TUESDAY, OCTOBER 30, 195i 


Hovuse or RepreseNTATIVES, 
COMMITTEE ON ARMED SERVICES, 
Washington, vp 3 Gg. 

The subcommittee met at 10:30 a. m., Hon. L. Gary Clemente pre- 
siding. 

Mr. Courtney. Doctor, will you rise and be sworn, please / 

Mr. Cremente. Mr. Fogler, will you rise, please? Do you solemnly 
swear the evidence you are about to give before this Committee and 
Subcommittee of the House Armed Services is the truth, the whole 
truth, and nothing but the truth, so help you God ¢ 

Dr. Foauer. I do. 

Mr. CLemente. Be seated. 

Mr. Courrney. Mr. Chairman, the appearances have been entered 
on behalf of Allied Chemical & Dye Corp. 

Mr. Clifford, are you ready to proceed ¢ 

Mr. Currrorp. Yes, sir. 

For the record, will you state your name, please, Dr. Fogler ‘ 

Dr. Focier. M. F. Fogler. 

Mr. Ciiurrorp. And what is your position / 

Dr. Foeter. I am vice president of the Solvay Process Division of 
the Allied Chemical & Dye Corp., in charge of all nitrogen operations. 

Mr. Ciirrorp. How long have you been wit hthe Allied Chemical 
Co. ? 

Dr. Fogier. Over 25 years. 

Mr. Currrorp, Will you explain briefly, please, what your duties 
are as head of the ammonia operation of Allie di ¢ 

Dr. Focuer. My duties as head of the ammonia operation of Allied 
include the supervision of the operation of our two plants at Hope- 
well, Va., and South Point, Ohio, the handling of research develop- 
ment and construction for new facilities, and in a general way super- 
vision of sales of the products. 

Mr. Ciirrorp. Now, were you familiar with the fact some time ago 
the Army invited your company to bid on the Morgantown, W. Va., 

plant ¢ 

Dr. Foeier. I was. 

Mr. Currrorp. And did your company comply with that invitation 
and submit a bid to the Army ? 

Dr. Footer. We did. 

Mr. Cuirrorp. Do you have with you at this time a copy of the bid 
hat was submitted to the Army? 

91423—51——-10 14] 
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— 


have a copy of the bid here that we submittéd on the 


Dr. locLer. 
second go-round, 

Mr. Courrney. Will you mark that, please, counsel, so the record 
will be clear, “Allied No. 1,° if you are going to introduce it. 

Mr. Currrorp. Mark it, please, “Allied Chemical Exhibit No. 1.” 

(The document referred to was marked “Allied Chemical Exhibit 
No. 1” and is as follows :) 


ALLIED CHEMICAL Exuiretr No, 1 
, 1951. 


JULY ‘ 
PROPOSAL 


Invitation No. ENG—15-029-51-—52 


Prorposan FoR LEASING UNITEp STATES PROPERTY AT MORGANTOWN ORDNANCE 
WorKS, MORGANTOWN, W. VA. 


To: District Engineer, Corps of Engineers, Louisville District. 
Piace: P.O. Box 59, 880 West Broadway, Louisville, Ky. 


Sir: In accordance with your invitation for bids No. ENG—15—-029-51-52, dated 
May 4, 1951, as amended by ietter from the Office of the Chief of Engineers, 
dated June 25, 1951, for the leasing of Morgantown Ordnance Works, West Vir- 
ginia, we hereby submit this proposal, subject to all of the conditions and 
requirements contained in said invitation for bids, dated May 4, 1951, as 
amended by said letter, dated June 25, 1951, for the lease of Morgantown Ord- 
nance Works (ail facilities, including both ammonia plant and coke ovens) for a 
term of 5 vears, subject to renewal by lessee for three additional terms of 5 years 
each at a rental of $12 per net short ton of anhydrous ammonia and methanol 
produced in the facilities included in this proposal, or a minimum rental of 
$1,250,006 per annum, whichever is greater. 

We make this proposal with full knowledge of all of the conditions and re- 
quirements contained in said invitation for bids, dated May 4, 1951, as amended 
by said letter, dated June 25, 1951, and will enter into a written lease, in form 
attached, within 10 days after the date of receipt of written notice of the accept- 
ance of this proposal by the Government and a draft of lease for execution, 
subject to the following: 

(a) The Department of the Army will lease to lessee at least 175 anhydrous 
ammonia tank cars, by separate instrument, on same terms and conditions as 
Department of the Army leases such tank cars to others. This is on the basis 
that the tank cars are necessary to enable successful operation of the plant. 

(b) The Government will consent, at lessee’s request, to sublease by lessee of 
coke-oven facilities to tenant satisfactory to Government. It is understood that 
any such sublessee of coke oven facilities will supply coke to lessee of ammonia 
plant facilities during period of conversion or at any other time that coke is 
required for use as raw material by lessee in the operation of Morgantown 
ordnance works. 

(¢) Upon completion of the modernization and conversion with respect to the 
use of natural gas in lieu of coke as a raw material in the production of synthesis 
gas, the lease will be renegotiated to increase the rental consideration to reflect 
the advantages accruing to the lessee as a result of such conversion. If an agree- 
ment, with respect to the increase of rental consideration, cannot be reached 
within 30 days after the beginning of such negotiations, the Government may 
at its election terminate the lease by giving 30 days written notice to the lessee, 
or readvertise the facilities for lease, in which event the lessee shall agree that 
prospective lessees may inspect the plant at reasonable hours upon reasonable 
notice to the lessee of the date of such proposed inspection. 

(d@) The Government will waive the requirements for the lessee to furnish 
hexaniine and ethvleneurea to the Government with the understanding that lessee 
agrees that the Government and/or the Government’s contractor may operate 
the hexamine and ethyleneurea facilities, in which event the lesssee further 
agrees to furnish necessary utilities for such operation at a price not exceeding 
the cost to lessee of furnishing such utilities, 

(e) Condition 2 of form of lease to be entered into will be amended to include 
at the end thereof the sentence: “However, it is understood and agreed that 
lessee’s Only obligation under this lease with respect to equipment used in pro 
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duction of hexamine and ethyleneurea is to maintain such equipment in stand-by 
condition for extended storage; any repairs to, replacement of, or restoration 
of such equipment at the Government’s direction shall be at Government's 
expense.” 

Subject to availability of critical supplies and maintenance materials, we 
plan to produce ammonia at rate of 144,000 net tons per annum and methanol 
at rate of 60,000 net tons per anum. On basis of operation at above rates the 
production for first year (allowing 4 months to bring plant into operation) would 
be 136,000 net tons ammonia and methanol, and for each succeeding year 204,000 
net tons. Corresponding rentals would be $1,652,000 for first year, and S2,44s.- 
000 for each of the succeeding years (subject to renegotiation upon completion of 
gas conversion program). We also plan to produce 11,100 nef tons per annum 
of formaldehyde (basis 100 percent). Both ammonia and methanol are iin short 


supply at present and not adequate for the preparedness effort. All coke facili- 
ties would be required at projected rates until natural gas conversion is com 
pleted and, during period ammonia plant facilities are being readied fer opera 
tion, we would take over and operate coke oven facilities for production of 
coke. 


The above bidder is now engaged in converting coke facilities to use of natura! 
cas aS a raw material in the production of synthesis gas at its 2 plants 
at Hopewell, Va.. and South Point, Ohio. In the event that the hidder becomes 
the operator of Morgantown Ordnance Works, it will be glad to consult with the 
Government on conversion of the works to natural gas and assist the Govern 
ment on mutually satisfactory basis. 

Bidder represents that it has not employed or retained a Company or person 
(other than a full-time employee) to solicit or secure this contract, and agrees 
to furnish information relating thereto as requested by the contracting officer 

Enclosed is a certified check payable to the order of the Treasurer of the 
United States in the amount of $62,500. This deposit shall anply on the first 
year’s rental of the property if this proposal is accepted, and will be returned if 
this proposal is rejected. 


inmonla 


ALLIED CHEMICAL & DYE CorpP., 
By F. H. McApoo, Vice President. 


(Bid must be signed and submitted in duplicate.) 
CERTIFICATE OF CORPORATE BIDDER 


I, John M. Gaston, Jr., certify that I am the assistant secretary of the corpora- 
tion named as bidder herein; that Francis H. McAdoo, who signed this pro- 
posal on behalf of the bidder, was then vice president of said corporation; that 
said proposal was duly signed for and in behalf of said corporation by author- 
ity of its governing body and is within the scope of its corporate powers. 

JOHN M. GASTON, Jr. [CORPORATE SEAL] 

Mr. Cuirrorp. Did the invitation of the Army, Doctor, call for 
sealed bids to be submitted ? 

Dr. Foaier. They did. 

Mr. Ciirrorp. Did your company submit a sealed bid ¢ 

Dr. Fogrer. We submitted or we did submit a sealed bid. 

Mr. Cuirrorp. And did you at that same time send in the check that 
was required by the invitation ? 

Dr. Focter. The invitation to bid required a check for 5 percent 
of the annual minimum rental and we submitted a check for S62.5006. 

Mr. Crtrrorp. In other respects, did your bid qualify with the re 
quirements laid down by the invitation of the Army 4 

Mr. Crementr. I hate to intercede, but how could you ask him 
whether his bid qualified ? 

Mr. Currrorp. What I meant was, did the bid qualify so far as the 
formality of the invitation was concerned? Did your company qual- 
ify in that respect ? 

Dr. Foaurr. We did. We took the invitation to bid point by point 
and tried to meet that in our bid. 
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Mr. Courrnry. Were you ever advised by anyone, the Army in par- 
ticular, whether or not your bid did not conform to the specifications 
of the invitation? Did anyone at any time tell you your bid was not 
accepted because it did not conform to the bid propos: als? 

Dr. Focier. That is right; no. 

Mr. Crirrvorp. At re time, Mr. Chairman, I should like to intro- 
duce into this record Allied’s exhibit No. 1, being the bid of Allied 
in answer to the invitation of the Army with "reference to the Morgan- 
town Ordnance Works. 

Mr. Ciemenres. I assume, Counsel, that this is the exact copy of the 
bid oy 1t was entered ? 

. Cuirrorp. It is an exact copy. 

Ds. Focuer. I may say that we felt that the condition of the invi- 
tation was such that we had to be prepared to meet this, because the 
essential details could not be altered after we had once submitted a 
sealed bid. 

Mr. Courrney. Then you were responding to a firm, what you con- 
sidered a firm bid in response toa detailed invitation ? 

Dr. Foeier. That is right. 

Mr. Cremente. Doctor, did you actually visit the Morgantown Ord- 
nance Works? 

Dr. Foarer. Yes; we did. 

Mr. Ciemente. Did you in your visit consider the rehabilitation of 
that plant ? 

Dr. Foaiter. We did. 

Mr. Ciemente. Did you make a firm proposal in your bid to re- 
habilitate it and what was the cost of such proposal ? 

Dr. Foguer. Well, we made a firm proposal to stand all costs of 
rehabilitation. The detailed costs of the rehabilitation were not in our 
proposal. 

Mr. Ciemente. Well, could you give us an idea of what your esti- 
mate of rehabilitation costs would be ! 

Dr. Focter. We estimated this, on the basis of our experience in re- 
habilitating the Henderson plant at Henderson, Ky., which we built 
and operated during the war and which we also operated at the same 
time that the Morgantown plant was being operated by Hayden for 
the foreign fertilizer program. On the basis of our experience there 
and the difference in sizes of the plant and the differences of it from 
our own plant, we estimated they would cost us $1,000,000 to put the 
plant intorun. Then if it came around to the date when we had to lay 
it up, put it aside s 

Mr. CLeMEeNTE. You mean, you would also sustain the cost of shut- 
ting the plant down? 

Dr. Focier. That was in the invitation to bid; ; yes. 

Mr. Ciemente. All right. Now supposing your estimate of re- 
habilitation was less than the actual amount, what would you have done 
in that event? 

Dr. Foctrr. Well, I don’t see that had anything to do with it, 
whether it was less or more. If it was less, why that was our good 
luck, and if it was more, that was our bad luck. 

Mr. Ciemente. I want your answer. Supposing it cost a million 
and a half dollars, in your proposal would that have been included in 
your proposal, to sustain the entire cost in your bid ? 

Dr. Focrer. Oh, yes; yes, sir. There are no qualifications. 
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Mr. CLemENtE. Now, was there any proposal in your bid that would 
have allowed you to withdraw from the monthly rent a sum of money 
to reimburse you for the cost of rehabilitation ? 

Dr. Foairer. None. 

Mr. Ciemente. On the basis of that bid, you would have sustained 
all the cost of rehabilitating and place it back in an active status? 

Dr. Focrrr. That is right. 

Mr. Ctemente. You may enter the exhibit. 

Mr. Cutrrorp. In addition to your estimate of one million dollars 
to rehabilitate the plant, what was the other item? I recall your 
mentioning $750,000. 

Dr. Foeiter. We had an item of $750,000 because of the fact that 
I believe the invitation to bid mentions some equipment that Sharon 
Steel had bought in connection with the improvement of coke quality. 
So we felt that we would have to buy that, that we would have to 
take it over—and in addition to that we didn’t know how much roll- 
ing stock we were going to get, we didn’t know whether we would 
have to buy automobiles with it, we didn’t know whether we would 
have to buy Diesel engines for handling the traffic through the plant 
and a number of things of that sort. 

Mr. Ciemenrer. In any event, any other incidental expenses which 
you now mention would not have had any effect upon the leasing of 
ihe plant as far as the rent was concerned, would it ? 

Dr. Focier. That is right. 

Mr. Courrney. Doctor, let me interject. [ am referring to the 
Army’s invitation to bid dated June 25, 1951, and in particular to 
paragraph 5 (¢) which reads: 

All rehabilitation and other work necessary to place the plant in an operating 
condition shall be accomplished by and at the expense of the lessee. All royalty 
payments and so forth shall be made by and at the expense of the lessee. 

Now that is the paragraph to which your testimeny has just been 
directed; is it? 

Dr. Foater. That is right. 

Mr. Crementer. And your bid and the bid which has been received 
in evidence was fully responsive in your opinion to that requirement ? 

Dr. Focrer. That is right. 

Mr. Courrney. And your company had the unconditional obliga- 
tion to meet it ac cording to its terms ? 

Dr. Focuer. That is right. 

Mr. Courtney Did you know and appreciate the fact that the Army 
would fix or had the right to fix the standard of rehabilitation ? 

Dr. Foeier. Well, we had worked with the Army for a number 
of years, both at the South Point plant and at the Henderson plant 
during the war and at Henderson after the war 

Mr. Courtney. Well, Doctor, the question is this: In making up 
your bid and obligating or proposing to obligate your company, did 
you unconditionally undertake to meet the specifications and standards 
fixed by the Army as lessor ? 

Dr. Focirr. As far as putting the plant in the operating condition 
to which it was designed, yes. If it meant the addition of new facili- 
ties, improvements, and things of that sort, which were not at Morgan- 
town, no. 

Mr. Courtney. In other words, you would rehabilitate the plant as 
it existed ? 
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Dr. Focier. That is right. 

Mr. Courrney But you did not contemplate any additions? 

Dr. Focier. That is right. 

Mr. Courrnrey. Now, were there any discussions—I notice your 
estimate here for rehabilitation is approximately a million dollars. 

Dr. Fogier. Plus $750,000 we might say for that additional equip 
ment. 

Mr. Courtney. Well, treat it only for the purpose of this question 
as rehabilitation. 

Dr. Foaimr. Yes. 

Mr. Courrnry. And this particular cost { 

Dr. Focrer. Now, understand what I mean by rehabilitation. | 
mean getting the plant ready to make methanol and ammonia. 

Mr. Courtnry. Now, Doctor, did you know or has it come to your 
attention at any time that the Army’s estimate for this proposed re- 
habilitation as contemplated under paragraph 5 (g) has been variously 
stated at $4,400,000 up to $4,800,000 ¢ 

Dr. Focier. I did not know it until yesterday. 

Mr. Courrnry. Considering the fact that the Army under the terms 
of this invitation is entitled to prescribe the standards and the kind of 
rehabilitation that will occur and that estimate, what do you say 
as to Whether or not your company would obligate itself ¢ 

Dr. Focier. We will obligate ourselves to such as was obligated in 
that bid that we made in answer to the request. 

Mr. Courtney. In other words, you unconditionally agree to meet 
the terms of paragraph 5 (g) ? 

Dr. Fogier. That is right. 

Mr. Covrrnry. Which I have just read to you? 

Dr. Footer. That is right. 

Mr. Courrney. For whatever it may involve in dollars # 

Dr. Foaier. That is right. 

Mr. Ciemente. Doctor, were there ever any conversations between 
yourself or whoever submitted the bid, Allied, and the Army engineers, 
as to what actually you would have to do to the Morgantown Ord- 
nanee Works to put it in rehabilitation status? 

Dr. Fogirr. We have had parties at the Morgantown Ordnance 
Works three or four times, and I believe on each occasion our parties 
were accompanied by representatives of the Corps of Engineers. Now, 
aside from that, why, I am not able to speak as to what they might 
have thought was necessary and what we might have thought, as 
experienced ammonia operators, were necessary to put the plant in 
run. 

Mr. Ciementr. Well, in any event, there is a cleavage line some- 
where where you could rehabilitate the plant, say, for $9,000,000 and 
it would work and you produce methanol or ammonia, Where someone 
we will say would need maybe $5,000,000 to dress it up a little bit. But 
there is a point some place here actual dead line is for the expendi- 
ture of fund for rehabilitation. 

Dr. Focurr. Well, | would say this way, that we would—and I be- 
lieve the Army knows this from our record—have expected to keep the 

plant in the condition to which it had been accustomed. 

Mr. Courtney. Doctor, in any event, your company in preparing 
to meet or to respond to this bid caused an examination to be made 
of the property ? 
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Dr. Focier. Yes. 

Mr. Courtney. So you were thoroughly familiar with the property 
and its condition ¢ 

Dr. Focier. We were as familiar as we could be without going in- 
side of vessels and taking heed of vessels off to look at the conditions 
and things of that sort. 

Mr. Courrney. It was with that in mind, with that background, 
that you made this bid proposal ¢ 

Dr. Focier. That is right. 

Mr. Courtney. Excuse me, Counsel. 

Mr. Cuirrorp. I think it might be of help, Dr. Fogler, if you briefly 
gave these gentlemen the basic elements of the Allied bid. It is 
already in the record, but so they may have a brief résumé of it, would 
you outline it for the committee 

Dr. Foeier. Well, first of all, term. The term was 5 years, with 
option to renew for three additional 5-year periods. And the scope: 
entire plant, coke, ammonia, methanol, and formaldehyde. 

Mr. Courtney. In other words, it was a hundred-percent operation, 
is that right ¢ 

Dr. Foeirr. That is right. 

Mr. Courtney. One hundred percent of plant, I mean. 

Dr. Focgier. That is right—well, except for some hexamine facilities, 
and I think ethylene urea facilities that are mentioned. 

Mr. Courtney. But they are excluded from all bids. 

Dr. Focurr. They are excluded, but we were obligated to maintain 
them in stand-by condition. 

Mr. Courtney. Are those exclusions in the invitation, Doctor ¢ 

Dr. Footer. Yes, but we promise to keep them in stand-by condi- 
tion. 

Mr. Courtney. Well, the exclusions are specified in the invitation 
to bid, are they not ¢ 

Dr. Focier. I believe so. I think our only obligation to keep them 
in stand-by condition so the Army could bring in another contractor 
if they wished to start up those facilities, or they could negotiate 
with us. 

Mr. Courtney. That was a condition required of all bidders 4 

Dr. Foeirr. I think so, yes; a condition required of all bidders. 

Mr. Cuirrorp. All right. You have given us the term. Now give 
us some of the other important elements of the Allied bid. 

Dr. Focrer. Yes. Our minimum rental was $1,250,000 per year. 

Mr. Courtney. Starting with the first year, Doctor? 

Dr. Foairr. That is right. 

Mr. CLtemente. Was there an alternative ? 

Dr. Foairr. No. 

Mr. Ciementr. Based on production ? 

Dr. Focrer. There was an alternative based on production; $12 
per ton of ammonia plus methanol. 

Mr. Courtney. Doctor, in producing ammonia, you would be re- 
quired to produce methanol, wouldn’t you ¢ 

Dr. Foaier. I understand from the set-up out there that is advan- 
tageous to produce some methanol along with the ammonia. 

Mr. Courrney. Let me ask this question so we will be clear on the 
rental. Was $1,250,000 an unconditional cash payment ¢ 

Dr. Focier. Unconditional minimum. 
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Mr. Courtney. Unconditional minimum? 

Dr. Focier. Cash payment. 

Mr. Courrnry. And then in the bid there were percentages gradu 
ated above that as production increased ¢ 

Dr. Focirr. That is the least we would pay. If $12 per ton of 
ammonia plus methanol was greater than the $1,250,000 we would 
pay that. x 

Mr. Ciemente. In other words, the preference was for the Serv- 
ice? If the Service preferred to take it by the ton, they could take 
it by the ton? 

Dr. Foaier. That is right. 

Mr. CLtemente. If they wanted 1,250,000—— 

Dr. Footer. Of course they would. 

Mr. Cuirrorp. As I understand that element, Doctor, you agreed to 
pay $1,250,000 in cash per year? 

Dr. Focirr. That is right. 

Mr. Crirrorp. For the term of the lease ? 

Dr. Focirr. That is right. 

Mr. Cirrrorp. And it made no difference how much ammonia or 
methanol you sold, you are obligated to pay that much in cash ? 

Dr. Fogier. That is right. 

Mr. Currrorp. You were also obligated to pay $12 per ton for 
product produced. And if that ran—— 

Dr. Foarer. Greater than- 

Mr. Currrorp. In excess of $1,250,000, then you paid the larger 
figure ¢ 

Dr. Foerrr. Paid the larger figure. 

Mr. Cuirrorp. In that regard, what would you estimate your rental 
would be to the Army based upon your analysis of the production 
that Allied would get from the plant ? 

Dr. Focier. Well, we figured that on the basis of the facilities 
there available at Morgantown that we would make 144,000 tons of 
ammonia per year and 60,000 tons of methanol a year, a total of 
204.000 tons. 

Mr. Currrorp. At $12 per ton? 

Dr. Foerrr. 204,000 tons at $12 a ton. If my multiplication is 
correct, that is $2,448,000. That would be the maximum, if that 
was all we could get out of the plant. If we could get more out of 
the plant, why it, would be $12 for each additional ton. 

Mr. Courtney. For each additional ton ? 

Dr. Focier. Yes. 

Mr. Cuirrorp. All right, Doctor, if you will give any other im- 
portant i1tems—— 

Mr. Courtney. Of course, in addition to that would be the obli- 
gation for rehabilitation, whatever that cost is. 

Dr. Footer. Yes. I just wanted to get to that in the bid. 

Mr. Covurrnry. Don’t let me break in, Doctor. Just go ahead. 

Dr. Foeier. Allied was to bear the cost of putting the plant into 
run, all costs and to make suitable arrangements with the du Pont 
Co. for know-how and license, all as requested in the invitation to 
bicl. 

Mr. Covrrnery. Doctor, will you touch on that for just a minute, 
please? You don’t know what potentialities are in it, but para- 
graph 5, to which I just directed your attention, refers in this lan- 
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guage to the subject of royalties to the du Pont Co., if any: “All 
royé alty payments and so forth shall be made by and at the 
expense of the lessee.” Is that the subject to which you are referring? 

Dr. Focter. That is right. 

Mr. Courtney. But there has been no determination made as to 
whether there are any royalties due or if they are due the amount of 
them ; is that correct ¢ 

Dr. Fogiter. We have discussed the matter with the du Pont Co. 

Mr. Courrney. And you were satisfied that you were fully respond- 
ing to that is lage of the lessee ¢ 

Dr. Focirr. Yes, that is right. And the du Pont Co. said that 
they would make iaable arrangements with us for know-how and 
patent. 

Mr. Ciemente. In any event, that was no concern of the Gov- 
ernment ¢ 

Dr. Foaier. That is right. That was between us and the du 
Pont Co. 

Mr. Cuirrorp. Any other items, Doctor, with reference to the Al- 
lied bid that you would like to touch on ¢ 

Dr. Focier. Yes. We were to maintain the facilities not used in 
stand-by condition. 

Mr. Courtney. Is that the substance of the bid, Doctor? 

Dr. Foaier. Yes. And I think in the bid we did state that we ex- 
pect that we would have the plant in run in 3 to 4 months after the 
execution of the lease by the parties. 

Mr. Ciemente. Haven’t you missed one point, Doctor? Didn't 
you present a check with your bid ? 

Dr. Foaier. Yes; we presented a check for $62,500 with the bid, 
which was 5 percent of the $1,250,000. 

Mr. CLEMENTE. Now was that returnable to you? 

Dr. Fogurr. It has been returned. 

Mr. Currrorp. Does that cover, then, Doctor, your comments on 
the Allied bid ? 

Dr. Focier. Yes; I think so. 

Mr. Cuirrorp. Now, have you had occasion to observe the major 
one or two differences that existed between the Allied bid and either 
the bids or offers of others? I suggest, for instance, that you refer 
to your analysis of United Distillers bid. Could you point out, please, 
to the chairman, the major difference or diffenrences between the 
Allied bid and United Distillers bid? 

Dr. Focier. The major differences between the Allied bid and the 
United Distillers bid was a minimum rental. 

Mr. Currrorp. What was yours and what was theirs? 

Dr. Focier. Our minimum rental was $1,250,000 and their mini- 
mum rental was $500,000 a year 

Mr. Courtney. What about Mathieson; have you compared that, 
Doctor? 

Mr. CLementeE. You are talking about the first bid now ? 

Mr. Cuirrorp. I was going to get to that. 

Mr. Courrney. Proceed. 

Mr. Cuirrorp. That is one difference between Allied and United. 
Any other difference you want to comment on between Allied and 
United ¢ 
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Dr. Focier. Well, on the bid, no, because if United could make as 
much stuff or make as much product at Morgantown as we proposed 
to make on the rates they proposed, why it would return the Gov- 
ernment substantially the same as ours. But on the question of guar- 
antee, our guarantee was 2% times that of the United Distillers on 
an annual basis. 

Mr. Ciemente. Doctor, who determined or did you determine or 
anyone else determine the percentage of methanol you were to produce 
and ammonia? You recited 144,000 tons. 

Dr. Foucer. One hundred and forty-four thousand tons of ammonia 
and 60,000 tons methanol, 

Mr. CLtemente. Who determined that, Doctor? 

Dr. Focier. We did after our examination of the plant. 

Mr. CiementeE. Was there any requirement by the Army to produce 
a certain amount of methanol? 

Dr. Foeier. Not that I know of. 

Mr. Courtney. In other words, you as lessee would be free to deter- 
mine the percentage of methanol and ammonia that would be produced 
at this plant? And your bid was based on that assumption 4 

Dr. Foguer. Our bid was based on that; yes. 

Mr. Currvorp. Now with reference to any difference between the 
Allied bid and the Mathieson offer, Doctor, could you point to one or 
two items of difference to these gentlemen on this point ¢ 

Mr. Ciemente. Is this still the first bidding, sir? 

Mr. Ciirrorp. No. As I understand it, Mathieson did not submit 
a bid. 

Mr. CLemente. That is right. 

Mr. Currrorp. But as we have been informed, Mathieson has now 
submitted an offer or has entered into a contractual relationship with 
the Army and it is with reference to the present Army-Mathieson 
relationship that I am asking the doctor to compare the Allied bid. 

Mr. Ciemente. You think in all fairness to everyone concerned, 
you think the Allied should subscribe to the fact that that is the first 
bid and whether or not they submitted a second bid? 

Mr. Cirrrorp. Allied has submitted no other bid. 

Mr. Ciemente. Except the original bid. 

Mr. Ciorrorp. Than the bid that we have here been discussing. 

Dr. Foguer. We did submit a bid the first time, but we are not dis- 
cussing that bid. The one we are discussing now is the one that we 
submitted on the second go-around. 

Mr. Ciementer. Oh, this discussion has been going on about the 
second one ? 

Dr. Focurr. That is right. 

Mr. Currrorp. This all has to do with the second go-round. 

Dr. Fogurr. The second go-round. 

Mr. Cuirrorp. And in order that that can be clear, Mr. Chairman, 
it is what we call here the second go-round that resulted in a United 
Distillers bid and an Allied bid, both of which we understand were 
rejected by the Army. And it was then that the Army entered into 
negotiations with Mathieson. But I think that it might be of help 
and interest to compare what we called the second Allied bid with the 
present Mathieson offer. 

Mr. CLeEMEeNtTr. Continue, Doctor. 
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Dr. Focier. I have a leaflet here: Department of the Army, Real 
Estate Management Project 1, and name of the installations, Morgan- 
town Ordnance Works Military Reservation, which goes into the 
question of the terms of the Mathieson bid. Now, I gather that this 
is presumably an abstract or a summary from certain contractual 
terms. 

Mr. Covurrney. That is exhibit No. 1, Doctor. It is the Real Estate 
Management Project No. 1 before the House Armed Services 
Committee. 

Mr. CLiemente. Exhibit 1 of the Army? 

Mr. Courrney. Yes. 

Mr. Ciemente. Will you refer to it as exhibit No. 1 of the Army, 
so we will disassociate it ? 

Dr. Focier. All right. I just wanted you to understand what I 
have here. 

Now, on the question of minimum rental according to this exhibit, 
and I am going to talk about the first 5 years first because it gets 
complicated after that. Mathieson has guaranteed that they will 
produce over a 5-year period 521 tons of anhydrous ammonia and/or 
methanol. That is a 5-year period. And their minimum, therefore, 
is based on the minimum that the contract calls for on a per ton basis 
of ammonia plus methanol. The minimum that the contract calls 
for on a per ton basis of ammonia plus methanol is $7 per ton and 57 
per ton times $521,000-—— 

Mr. Courtney. Tons. 

Mr. Cruirrorp. Tons. 

Dr. Footer. 521,000 tons times—— 

Dr. Fogier. 521 tons times—— 

Mr. Courrney. Seven dollars. 

Dr. Footer. Well, let’s divide it by five and get it on an annual 
basis. I get that as $728,000 per year. 

Mr. Courrney. Per year. 

Dr. Foaurr. Yes. 

Mr. Courtney. All right. 

Dr. Focirr. That is the firm guaranty in the Mathieson contract. 

Mr. Courrney. Well, Doctor, does that mean a firm guaranty in 
each year, or is that the total for 5 years / 

Dr. Focier. Well, it is the total over 5 years. Now, I don’t know 
enough about the terms of the contract to know. It is from the 
language here—— 

Mr. Courtney. Well, as stated here, it is not divided into annual 
payments ? 

Dr. Focirr. That is right; it is not divided. But I divided it for 
comparison purposes with our $1,250,000. 

Mr. Courtney. All right, Doctor, proceed. 

Dr. Foeter. That is a comparison of the guaranteed minimums. 

Mr. Ciemente. In any event, if you keep this strong where it is, 
521,000, he would pay $3,647,000 in the 5-year period ? 

Dr. Focgirr. Yes; where we would pay $6,150,000, in the 5-year 
period. 

Mr. Courtney. All right. And the minimum guaranty of United 
would be three million ? 

Dr. Focrier. That is right. 
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Mr. Courrney. Two million five ? 
Dr. Foater. Two million five; yes. 

Mr. Courrnery. So that is your comparison, then, of the minimums 
as they stand under the contract ¢ 

Dr. Foguer. That is the comparison of the minimums as they 
stand. 

Mr. Currrorp. I think you might get that into all one answer, so it 
will be very clear. If you will give the 5-year minimums of first 
Allied, then Mathieson, and then United. Figure it out, if you will, 
and put it in one answer. . 

Dr. Foaier. The 5-year minimum for Allied is $6,250,000. The 
5-year minimium for Mathieson is $2,647,000-——— 

Mr. Courtney. Three million. 

Dr. Fogier. Three million; I mean, $3,647,000. And the minimum 
for United, $2,500,000. 

Mr. Courrnry. Now, just checking ourselves as we go along here. 
Doctor, the United bid was on the basis of $12 a ton; was it not? 

Dr. Foaier. $12 a ton of ammonia and 3 cents a gallon of methanol, 
which would come out to about $9 a ton of methanol. 

Mr. Courrney. Now that compares, then, with Mathieson’s $7 a 
ton. What about methanol ? 

Dr. Foerrr. Now wait a minute. We are talking about minimums. 

Mr. Courtney. That is all right. 

Dr. Footer. We are talking about minimums. 

Mr. Cuirrorp. Explain that, if you will. 

Dr. Footer. We are not talking about the maximum return that 
the plant could give. 

Mr. Courrney. Right. 

Dr. Footer. The reason that we have to bring in the cost per ton 
in the Mathieson minimum is because, under the terms as here out- 
lined, they guarantee a minimum production of 50 percent and the 
minimum under the contract that they would pay for that minimum 
production is $7. That is why we have to bring in the question of 
per ton there in Mathieson and not in the other two cases. 

Mr. Courtney. Very good. If you will go ahead, then, with your 
comparison. 

Mr. Crirrrorp. Now we are at the stage of comparing Allied with 
Mathieson. You have now compared the minimum of Allied with 
Mathieson. Any other point of comparison you would like to bring 
out for the chairman? 

Dr. Foeter. Well, I notice that under item C Mathieson will reha- 
bilitate the facilities in accordance with the rehabilitation program 
approved by the Government for the account and on behalf of the 
Government. Title to any and all property acquired in connection 
with the rehabilitation program will rest in the Government upon 
installation. Mathieson will advance all costs of the rehabilitation 
program and will reimburse itself by retention of special rental re 
served for that purpose equal to an amount consisting of the sum 
arrived at by subtracting the cost of production from net receipts 
from sales, until a total amount of such rental is equivalent to the cost 
of rehabilitation program. 

Mr. Cutrrorp. Now, you have stated, Doctor, in reading that lan- 
guage, that Mathieson advances the cost of rehabilitation and then 
reimburses itself. 
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Dr. Focrier. That is right. 

Mr. Cuirrorp. As far as Allied is concerned, you would also advance 
the cost of rehabilitation; would you not? 

Dr. Foeier. That is right. 

Mr. Cutrrorp. But would you at any time reimburse yourself for 
that cost or would you solely and alone bear the cost of rel: a ion 4 

Dr. Koarer. We would solely and alone bear the cost of rehabili- 
tation. It isa part of the cost of production of ammonia. 

Mr. Cuirrorp. All right, sir. On to another subject. Now, if you 
centlemen will permit, IT would like you briefly, please, to comment 
upon t he—— 

Mr. Courrney. Excuse me, Counselor, right there. What does 
that mean in terms of dolilars—the difference between the bids? ‘Take 
your minimum bid, for example, which you have just compared, in 
considering the item 5 (c) to which you just made reference 

Mr. Ciementr. You know that to answer that vou have to take 
an arbitrary figure for rehabilitation; let us say, $3 million. Let’s use 
that. Tell us about that 

Mr. CourtNne a tte take that on two bases, if you wil 
amendment, Mr. Chairman. 

Mr. CLEMENTE. tak 

Mr. Courtney. The doctor says his cost is $1 millon. Take it on 
the basis of $1 million and then take it on the basis of $4,400,000 
and see what the Government gets at the end of 5 years. 

Mr. Currrorp. I think they are suggesting, Dr. Fogler, that in 
considering——— 

Mr. Clemente. It is apparent, Doctor, that even if your rehabili- 
tation costs $1 million, the Government would still get from Allied 
this sum of $6,250,000 at the end of 5 years; is that correct ? 

Dr. focrer. As a minimum. 

Mr. Ciemente. That is right. Now, as to the other bid where they 
stated the rehabilitation would cost $4 million, what return would be 
in the hands of the Government at the end of 5 years? 

Dr. Focier. Well, on the basis of the minimum—— 

Mr. Ciemente. That is right. 

Dr. Foaier. That we are talking about, the basis of the minimum, 
I figure here—and if you will permit me I will use my $1,750,000 
which we really call the rehabilitation cost which included the #1 
million plus the $750,000 for equipment—— 

Mr. CLemente. All right. 

Dr. Foguirr. I figure after 5 years, on the basis of this information 
here [indicating document], that on a minimum basis Mathieson 
would have paid $2,697,000 after deducting the cost of rehabilita- 
tion, if it was the same as we say it is, and that we would have paid 
them $6,252,000 

Mr. Crementr. Doctor, I don’t want to interrupt you. Originally 
according to the lease you said they would pay $3,647,000; is that 
correct ? . 

Mr. Currrorp. The Mathieson figure. 

Dr. Focier. Yes. 

Mr. Ciemente. Then you deduct $1,750,000. You would have to 
get $1,800,000, not two million something. 
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Dr. Focter. I add $800,000 because they propose to sell half the 
coke during the time that they are not running the plant at capacity— 
when it is running at its minimum. 

Mr. Ciemente. I didn’t hear you mention that at the beginning. 
Would you mind straightening that out, Mr. Clifford? 

Dr. Foorer. That doesn’t come in the minimum. 

Mr. CLemente. Well, let’s leave it out of the minimum. 

Dr. Focirr. Well, all right, if you want to leave it out it is all 
right. 

Mr. Cremen're. Originally you said the Mathieson would return to 
the Gevernment in 5 years 

Dr. Foaurr. Let’s say the business is bad and they can’t sell any 
more coke than they can ammonia, then. Let’s say they are just going 
to make the amount of coke that they would need for the ammonia 
operations on a minimum basis. On that basis, I have to subtract 
$3,647,000, which is the minimum, to take the $1,750,000 that we think 
it is going to cost to rehabilitate—is that right ? 

Mr. Cirrrorp., That is right. Now you have it. 

Dr. Foater. That is $1,597,000. 

Mr. Ciemente. All right, we got that now. From the statement 
I get now, it has still firmed up the fact that if you paid any amount 
of money to rehabilitate the plant it would not apply to the amount 
of leasing money could go to the Government. 

Dr. Foarer. No. 

Mr. Ciemente. All right. Let’s continue now. 

Mr. Crrrrorp, Another subject, Doctor. Comment briefly, if you 
will, upon the experience that Allied has had in the operation of am- 
monia plants and the manner in which it could staff and operate the 
plant at Morgantown. 

Dr. Fogrer. Alhed Chemical & Dye built the first synthetic am- 
monia plant, successful synthetic ammonia plant, in this country. 

Mr. Crirrorp. When ? 

Dr. Foorer. It started operation in 1921. Seven years later we 
completed the Hopewell installation. 

Mr. Cutrrorp. Where is that located? 

Dr. Fogrer. At Hopewell, Va. And we have thus, of course, been 
pioneers in the ammonia business. We have been manufacturing 
synthetic ammonia in this country for over 30 vears now. 

During the war, the Government called on us to build and operate 
two ammonia plants, one at Henderson. Ky.. and one at South Point, 
Ohio. 

Mr. Ctemente. Well, Doctor, does anyone challenge the ability of 
Alhed Chemical to perform the contract / 

Dr. Foarier. No. 

Mr. Cremente. In other words, the challenge was on other 
grounds ¢ 

Dr. Fogier. Yes. 

Mr. Courrnry. Well, Doctor, your firm, in short, has been con- 
iimuously in the production of ammonia and methanol for a period 

of 30 years, is that correct 

Dr. Fogier. We have been in the production of ammonia for 30 
years. We have not produced methanol that long. But there is a 
point I want to make in connection with our background of accom- 
plishment in this, because I believe we are the only bidder that could 
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with confidence take over the complete plant. That is what I wanted 
to bring out in what I have to say here. 

We operated—we built and operated these two plants for the Gov- 
ernment. We obtained operating personnel for those plants from our 
Hopewell organization. In other words, we made two other organi- 
zations in the course of a year from our operating organization at 
Hopewell. 

Now, then, in connection with Morgantown, we have a plant. at 
Hopewell and we have a plant at South Point, Ohio, and we would 
expect to draw experienced men from those plants, men with 20 years, 
many of them, and more experience to rehabilitate and operate the 
Morgantown plant and we could easily supply 50 or 100 such men. 

And we think that if this plant is going to be Alene in to run in 
the minimum amount of time it is going to require a lot of experienced 
people out there. ‘That is why we be lieve on the basis of our Hender 
son start-up and on the basis of our examination of the Morgantow: 
plant that we can get some ammonia out of “Sherpa in 90 days 
and the we can have it pretty well in production at the end of 4 months. 

Mr. Courrnrey. Doctor would you care to comment on the compara 
tive position of your company with that of Mathieson in the sans 
field and United 4 

Dr. Fogier. I would rather just tell my story, Mr. Courtney. 

Mr. Courrnry. Very good. I am sorry. I don’t mean to inte: 
rupt you. We are trying to get a complete picture here if we can. 

Dr. Fogurr. Yes. In the coke business, we built the first byproduct 
coke ovens that were built in this country at Syracuse, N. Y.. im 1S89¥. 
and we have been building and operating coke ovens ever since. As a 
matter of fact, we built the coke ovens at Morgantown. 

Mr. Courtney. These specific coke ovens? 

Dr. Focier. That is right. After they were shut down, we helped 
Sharon get going with them. And if we were to get the plant now, 
why we “would operate the ovens because we have the staff from our 
own coke plants that are now in operation, that we could easily staff 
as necessary at Morgantown for coke. 

Mr. Courtney. You are familiar with the situation in that area as 
concerns the supply of available metallurgical coking coal? 

Dr. Focter. Our Semet people are. They would operate the coke 
ovens. What they would do: They would buy as much metallurgica! 
coking coal as they could locally and if we could not get our supply, 
all our supply locally, we would barge coal there from our Harewood 
coal mines in West Virginia. We have coal mines which have ade- 
quate reserves of coal. 

Now on the sales end, a big end of this—I have covered the operating 
end, in other words, our familiarity with the coke ovens and our 
familiarity with the ammonia business. There is another angle that 
is particularly important, I think, if the Government is going to get 
its maximum return from this plant, and that is the ability to dis 
tribute this material. And we have an organization that started in 
early days of distributing byproduct ammonia liquor from coke oven: 
and they have been in the nitrogen sales game for, well, let us say. 
over 40 years. 

Mr. Ciementer. Doctor, when you submitted your bid, did you sul 
mit a financial statement and if you have such a statement, would vo 
submit it for the record? 
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Dr. Footer. We have such a statement here. 
Mr. CLementre. Would you submit it to the committee ? 

Mr. Ciirrorp. We have the financial statement of the Allied Chemi- 
‘al & Dye Co. for the year closing December 31, 1950, and we will 
introduce it into this record. 

Dr. Foeier. On the counts of operation of the coke ovens and the 
supply of coal therefor, and operation of the ammonia plant, with 
having a sufficient number of people to rehabilitate and run the plant 
and from the standpoint of being able to move the product, we think 
we qualify on every angle as far as the operation of the Morgantown 
thing is concerned. 

Mr. Courtney. I notice that in remarking on the production of 
this plant you give percentages of ammonia and percentages of 
methanol and in answer to a question a while ago you stated that the 
price, comparing one of these bids of methanol, would be 3 cents—— 

Dr. Focurr. A gallon. 

Mr. Courtney. Yes, which you estimated in terms of tonnage would 
be $7. 

Dr. Focrrr. No, $9. 

Mr. Courrney. $9, as compared with $12 for ammonia? 

Dr. Focier. That is right. 

Mr. Courtney. Now, of course, that would affect the total volume 
of dollars dependiz ng on which amount for which product was empha- 
sized in production. Now, under the bid proposals as you made them 
and under the lease as you propose to enter it, who would determine 
the percentage of these products which would come out of this plant? 
In other words, as I visualize the situation, if you emphasized methanol] 
as against ammonia, you immediately drop the total volume of dollars. 

Dr. Footer. Well, first of all there are certain plant limitations, 
but there is considerable latitude within plant limitations. 

Mr. Courrney. Well, what is the tolerance, then? Let’s put it 
that way. 

Dr. Focirr. IT understand this, and Iam going to attempt to give a 
tolerance on this basis. But I understand there are five trains at 
Morgantown. One train can be operated on ammonia only and the 
other four trains may be operated either way. 

Mr. Courtney. That is, either all methanol or all ammonia ? 

Dr. Footer. Yes. 

Mr. Courtney. So, then, under this proposal an oper: ator would be 
in a position to choose, excepting for one train, what product he would 
bring out? 

Dr. Focier. That is right; he would. 

Mr. Courtney. And, of course, that in turn would make a differ- 
ence in the total amount of dollars received under any of these bids? 

Dr. Foarrr. That is right, so far as any bid containing the $9 figure 
is concerned. 

Mr. Courrnry. And there is no limitation or restriction that you 
found in the bid proposals which authorize, for example, the Govern- 
ment to determine the percentage that would be coming out? 

Dr. Footer. No. 

Mr. Courtney. That is solely with the operator ? 
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Dr. Focier. That is right. I think any operator would rather make 
all the ammonia he could. 

Mr. Courtney. Well, there may be a practical answer to it. 

Dr. Focier. I think he would because of the fact that I believe that 
ammonia can be made on a per-ton basis there cheaper than can 
methanol. 

Mr. Courtney. And would the profit on ammonia be greater than 
that of methanol? 

Dr. Focirr. In my opinion; yes. 

Mr. Courrney. So that in your opinion there is a practical aspect of 
it which would induce the production operator to produce ammonia 
in greater quantity or volume? 

Dr. Focrer. Yes. 

Mr. Courrney. Or to the greater capacity of the plant / 

Dr. Foatrr. Yes. 

Mr. Courrney. As against methanol ? 

Dr. Foeurr. Yes. 

Mr. Courtney. Although there is no provision in the lease that 
regulates that ? 

Dr. Focier. That is right. 

Mr. Ciemente. Doctor, do you know of your knowledge whether 
the methanol or the ammonia would be more advantageous to produce 
for the Department of the Army itself? 

Dr. Focter. No; I do not. I do know that there is a very severe 
methanol shortage, just the same as there is a very severe ammonia 
shortage. I am “told that by my salespople. Beyond that, I don’t 
know. 

Mr. Cremente. At any rate the Department of the Army in its pro- 
posal to you or in the invitation to bid made no reference as to the 
percentage of methanol you are to produce? 

Dr. Focier. No. 

Mr. Cremente. Anything else? 

Mr. Crurrrorp. That concludes the questions that I have to ask Dr. 
Fogler. I would like leave to make a brief statement in the record of 
another phase of this problem that I think might be of some assistance 
to the chairman and ‘you gentlemen. 

At the time consideration of the bids was under way by the Army, 
the question was raised as to whether or not the awarding of the plant 
to Allied might tend to create or maintain a situation inconsistent with 
the antitrust laws. When that question was raised, Allied Chemical 
put its staff to work and prepared a full memorandum which it sub- 
mitted to the Army, containing the figures in tonnages, production, 
capacities, and percentages of production of Allied Chemical with 
reference to the entire industry over a substantial period of years. 

I should like leave to introduce this memorandum in exactly the 
same form here as it was submitted to the Army. 

I believe it might be of some assistance to you gentlemen if I very 

briefly pointed out a few of the salient points. 

Mr. Courrney. Very good. That will be exhibit 3, then, counsel 


for Allied. 


91423—51——-11 
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(The document above referred to was marked “Exhibit No. 3” and 
is as follows:) 





ALLIED ExHrsit No. 3 





Aveust 14, 1951. 





Hon. ARCHIBALD 8, ALEXANDER, 
The Under Secretary of the Army, Washington, D. C. 

Dear Srr: In connection with the bid of this company for lease of the Morgan- 
town Ordnance Works, we are pleased to send you herewith a memorandum relat- 
ing to the competitive situation in the nitrogen industry, together with the 
schedules and exhibits referred to therein. 

We believe this memorandum contains complete information concerning this 
subject and establishes conclusively that operation of the Morgantown Ordnance 
Works by Allied Chemical & Dye Corp. would not be inconsistent with the anti- 
trust policies of the United States. 

Sincerely yours, 





































M. F. Focier, Vice President. 
COMPETITIVE POSITION OF ALLIED CHEMICAL & DyE CORP. IN THE NITROGEN INDUSTRY 
PRELIMINARY STATEMENT 


This memorandum is directed to the question as to whether the lease of the 
Morgantown Ordnance Works for the production of synthetic ammonia as a 
source of nitrogen to Allied Chemical & Dye Corp. (hereinafter referred to as 
“Allied Chemical” or “Allied”) would tend to creat or maintain a situation in- 
consistent with the antitrust laws of the United States. 

Allied Chemical has proposed to lease the Morgantown Ordnance Works of 
Morgantown, W. Va., from the Department of Defense for a term of 5 years at 
a rental of $12 per net ton of ammonia and methanol produced, with a minimum 
total rental of $1,250,000 per year. In the bid submitted it is anticipated that this 
facility will be utilized to produce 118,006 net tons of nitrogen and 60,000 net 
tons of methanol per year during the 5-year term of the lease. On the basis of 
the planned operation the actual anticipated rental would be $1,632,000 for the 
first year and $2,488,000 for each succeeding year. 

In order that the Department of Justice may have the most accurate and 
complete information at Allied’s disposal concerning its competitive position in 
the nitrogen industry for its consideration of this matter, we are submitting 
herewith the following data: 

Capacity statistics 


Schedule 1. Estimated United States nitrogen capacity (for the years 1939, 1951, 
and 1954, by companies and plants). 

Schedule 2. United States synthetic nitrogen capacity (derived from synthetic 
ammonia) for the years 1940 and 1951 by companies and plants; prepared 
by the United States Department of Agriculture. 

Schedule 3. Synthetic capacity of Allied Chemical & Dye Corp. as tons nitrogen 
(19389 to 1950). 













Production statistics 





Schedule 4. Allied’s participation in United States production of nitrogen (for 
the years 1939 and 1950). 

Schedule 5. United States production of synthetic and byproduct nitrogen (net 
tons) (for the years 1939-50). 

Schedule 6. Nitrogen production of Allied Chemical & Dye Corp. (for the years 

1939-50) . 







Consumption statistics 






Schedule 7. Estimated consumption of nitrogen in continental United States 
(for the year 1939 and the years 1945-51). 







Miscellaneous data 


Schedule 8. Synthetic methanol production and sales (for the years 1949 and 
1950). 

Exhibit A. Annual report, Allied Chemical & Dye Corp., year ending December 
31, 1950. 

Exhibit B. Allied Chemical & Dye Corp. proxy statement dated March 15, 1951. 
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GENERAL SUMMARY OF ALLIED’S COMPETITIVE POSITION IN THE 
NITROGEN INDUSTRY SINCE 1939 


The nitrogen industry since 1939 has been characterized by a tremendous 
growth and the entrance of many newcomers into the field. Whereas in 1939 
there were only 6 companies of consequense in the production of synthetic nitro- 
gen, today there are over 14 and certificates of necessity issued by the National 
Production Authority for construction of new plants and reliable information 
ire nt in the trade indicate that by June 30, 1954, 21 companies, including 

Allied Chemical, will be actively Competing in the manufacture and sale of syn- 
rors nitrogen. 

The statistical data submitted shows clearly that Allied Chemical is not today 
dominant in the nitrogen industry ; that its percentage participation has steadily 
declined since 1939; and that even with the temporary addition of the Morgan- 
town plant for the term of the lease, Allied’s percentage participation will con- 
tinue to decline. 

This trend is shown by the following summary of Allied Chemical’s participa- 
tion in nitrogen capacity, production, and consumption since 1939 


Allied’s percentage participation in industry totals 


1939 1951 1954 
CAPACITY 
Percent Percent Percent 

Synthetic capacity 53.6 26.1 21.0 
Synthe ‘tie capacity (ineludi ng Morgantown) ___-- 33.7 2.0 
Total byproduct and synthetie capacity 34.7 23. 19.6 
Total byproduct and synthetic capacity (including Morgantown) 30.3 24.1 

PRODUCTION 1950 

Synthetic production. -.-- = 55.9 29.7 

Tot: al synthetic and byproduct production. Lae , 38. 1 26.5 


CONSUMPTION | | 


‘Total agricultural and chemical consumption. . -- . | 32.3 | FES ee in 





The current status of the industry, as indicated by the most reliable figures 
available, indicates conclusively that Allied Chemical today retainly only 23.6 
percent of total byproduct and synthetic nitrogen capacity ; 26.5 percent of total 
byproduct and synthetic production; and 27.6 percent of total agricultural and 
chemical nitrogen consumption. As indicated by the capacity data, the trend of 
Allied’s participation in the expanding industry will continue to be downward 
and, even with the lease of the Morgantown plant, by 1954 Allied will have 
decreased to only 24.1 percent of total byproduct and synthetic capacity. It 
is not believed that such a situation has ever been considered by the Antitrust 
Division or by the courts as constituting a monopolistic condition, 


ALLIED CHEMICAL & DYE CORP. 


» 4 


Allied Chemical & Dye Corp. is an independent company with 8,856,396 shares 
of common stock issued and outstanding, held by 25,300 stockholders. No other 
securities of the corporation are outstanding. The only stockholder owning of 
record more than 10 percent of outstanding stock is the National City Bank of 
New York, which as voting trustee under a voting trust agreement dated October 
22, 1947, was the record holder on July 27, 1951, of 18.59 percent of the com- 
pany’s outstanding stock. 

With the exception of its wholly owned subsiditries engaged in the manufac- 
ture and sale of chemicals in Canada. Allied Chemical is not Connected as a 
Subsidiary or associated company with any other corporation, domestic or 
foreign. The annual report of the corporation as of December 31, 1950, and a 
proxy statement issued to its stockholders on March 15, 1951, are attached for 
informational purposes. 

We understand that question has been raised regarding the affiliation of Allied 
Chemical & Dye Corp. with foreign chemical companies, the names of Solvay & 
Cie of Belgium, the defunct I. G. Farbenindustrie of Germany, and the I. G. 
Chemie of Switzerland having been specifically mentioned. 
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We believe that the Antitrust Division of the Department of Justice, the 
Securities and Exchange Commission, and the Treasury Department have all 
been familiar for many years with the stock interest of Solvay & Cie in Allied. 
In 1881 Solvay & Cie obtained a stock interest in the Solvay Process Co., whic! 
company became a subsidiary of Allied upon its incorporation in 1921. At such 
time Solvay & Cie exchanged its stock in the Solvay Process Co. for Allied stock 
on the same basis as any other stockholder. This stock, then amounted to 
359,038 shares out of a total of 2,178,109 shares issued and outstanding. The 
stock owned by Solvay & Cie was later transferred to two new companies which 
it formed, the North American Solvay Corp. and the Solvay American Corp. 

The Allied stock ownership of Solvay & Cie and/or the companies to which 
such stock was later transferred has never resulted in any control over the 
policies and operations of Allied, and several years ago the Solvay & Cie interests 
divested themselves of voting power with respect to the Allied stock they hold, 
as set forth below. 

In 1947 the Solvay American Corp. desired to acquire an interest in the 
Wyandotte Chemicals Corp. In order to do this, North American Solvay Corp. 
and the Solvay American Corp. were required to deposit all of the stock whic 
they held in Allied Chemical into a voting trust. The National City Bank of 
New York was made voting trustee with full and unqualified power to vote all 
shares of Allied Chemical deposited in the trust in its unrestricted discretion. 

The effect of this action is shown by a statement made by the Solvay American 
Corp. in its official prospectus of April 12, 1948, offering 200,000 shares of its 
preferred stock for sale in order to purchase stock in Wyandotte Chemical. In 
the prospectus, Solvay American stated: 

“Solvay & Cie., North American Solvay and the company have agreed that so 
long as they hold any stock of Wyandotte they will not vote any stock of Allied 
or have any representative on its board of directors or attempt to exercise or 
assert any voice in its management or acquire any more of its stock, and that 
if, on the expiration of the voting trust referred to below (under which all stock 
of Allied held by them has been deposited), they hold any of its stock, they will 
take such action with respect to divorcing themselves of voting power over such 
stock or with respect to divestment of such holdings as may be satisfactory to 
the Department of Justice.” 

So far as the I. G. Farbenindustrie and I. G. Chemie are concerned, Allied 
has never been interested in any manner, directly or indirectly, by stock owner- 
ship or otherwise in either of these companies, or any of their subsidiaries or 
associated companies. Neither I. G. Farbenindustrie nor I. G. Chemie his 
ever been a registered holder of Allied stock and, to the best of our knowledge, 
neither has ever owned any stock of Allied. We believe the independence o! 
Allied can be verified from the files of both the Antitrust Division and the Alien 
Property Custodian. 

In fact, one of the original purposes for the formation of Allied Chemical 
& Dye Corp. was the creation of a vigorous and competitive American chemical 
industry, and to free this country from dependence on foreign sources for 
supply of chemicals. The committee of consolidation in a circular dated 
September 9, 1920 directed to the stockholders of the several consolidating 
companies, stated: 

“It is believed that the technical skill, business ability and financial strength 
of the consolidating companies, if united, will definitely assure the development 
of a complete American chemical industry, such as is essential to the industria! 
independence of the country and to the national security.” 


RECENT ACQUISITIONS AND EXPANSIONS 


The business of Allied Chemicai is operated through five divisions of the 
corporation, of which the Solvay Process Division is concerned with the pro 
duction of synthetic nitrogen at the Hopewell, Va., and South Point, Ohio, plants 
of the company. As of July 1, 1951, these plants had a total rated capacit) 
of 410,000 net tons of nitrogen. which constitutes 26.1 percent of the total 
estimated United States productive capacity of synthetic nitrogen. 

Since the establishment of Hopewell, Va., plant in 1928, Allied Chemical 
& Dye Corp. has acquired only one new facility. On July 1, 1946 Allied Chemica! 
purchased the South Point, Ohio, plant from the Surplus Property Administrator 
The acquisition and completion of this plant increased its capacity by 171,000 
tons of nitrogen per year. Because of the increase in demand, the Hopewell 
plant, as shown by schedule 3, has been expanded to produce currently 239,000 
tons of nitrogen as against 189,000 tons in 1939, but there have been no other 
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acquisitions or capacity increases by the company since the beginning of World 
War II. 

The South Point, Ohio, plant was purchased with the approval of the Antitrust 
Division of the Department of Justice in 1946. At that time it was anticipated, on 
the basis of the Department of Agriculture’s estimates of consumption for the 
year, that the addition of South Point would give Allied Chemical 34 percent 
of the United States consumption of nitrogen products. Actual consumption in 
the year was 100,000 tons less than estimated by the Department. Estimated con- 
sumption figures, as shown by schedule 7, indicate that the addition of South 
Point actually gave Allied 36.4 percent in this single year. Because of the 
expansion of the industry, the influx of numerous other companies, including the 
Hercules Powder Co., Phillips Chemical (a subsidiary of Phillips Petroleum 
Co.), Lion Oil Co., Spencer Chemical, Commercial Solvents, and other major 
competitors, Allied’s total of United States consumption decreased to 27.2 per- 
cent in the fertilizer year of 1950-51. (Because agricultural use of fertilizer 
is seasonal, nitrogen consumption figures are based upon a “fertilizer year” 
which runs from July 1 to June 30.) 

Jstimates attributed to the Department of Agriculture indicate that con- 
sumption of nitrogen for a number of years will approximate productive capac- 
ity. The addition of the Morgantown plant would increase to 30.3 percent 
Allied’s proportion of the total present nitrogen productive capacity of the 
country. However, a number of projects by others which will increase the 
country’s capacity have been covered by certificates of necessity and it is under- 
stood a number of additional projects are planned. It is therefore estimated 
that at the end of 1954 Allied’s productive capacity, even with the addition of 
Morgantown, would constitute only 24.1 percent of the country’s total. 

It is felt that if the Department of Justice was willing to permit Allied 
Chemical to acquire the South Point plant in 1946 under the conditions exist- 
ing at that time, the current proposal by which Allied Chemical could gain by 
leasing Morgantown only 30.3 percent of total current capacity, without con- 
sideration of known planned expansion by its competitors, should be equally 
consistent with the antitrust laws. Furthermore, it should be pointed out 
that acquisition of the South Point plant in 1946 was by purchase, whereas 
the proposed acquisition of Morgantown is only by a lease, the plant to be 
operated in the interest of national defense in accordance with the productive 
needs of the Defense Department. 

It is of further significance that Allied Chemical has no record of purchasing and 
absorbing competitors. Its only expansion has been occasioned by industry 
growth and there is nothing in its history to indicate a predatory inclination 
repugnant to the philosophy of the Sherman and Clayton acts. Indeed, the 
statistics of the nitrogen industry from 1939 to date show that its productive 
expansion has been only to meet the requirements of an expanding and vig- 
orously competitive industry in which its participaiton has steadily declined. 


COMPARISON OF CAPACITY ESTIMATES OF MORGANTOWN 


The Department of Agriculture has prepared for use in considering applica- 
tions for amortization under the Internal Revenue Code a schedule of United 
States synthetic-nitrogen capacity. This compilation, which is attached as 
schedule 2, shows a decrease in percentage participation of Allied from 51.3 
percent in 1940 to 23.93 percent in 1951. It will be noted that the Department 
of Agriculture’s capacity estimates and percentage participation figures for 
Allied correspond closely to Allied’s own estimates. The major difference is 
that the ammonia capacity of Allied is listed by the Department of Agriculture 
at 386,600 tons, whereas Allied has listed it at 410,000 tons, and the capacity of 
Morgantown is listed by Agriculture at 164,600, whereas Allied has listed it at 
118,000 tons, the actual rate of production contemplated by its bid. 

Morgantown Works is equipped for the production of ammonia and methanol, 
which are produced in synthesis units. The plant consists of five synthesis units, 
three of which, by changing the catalyst, may be used for the production of 
either ammonia or methanol. Of the remaining two units, one can be used only 
for the production of ammonia and the other only for the production of methanol. 
In view of the foregoing, since full operation of the plant must contemplate the 
production of some methanol, various estimates of the plant’s ammonia capacity 
have been used, which may have resulted in some confusion. 

The War Department’s invitations for bids indicated that the designed capacity 
of the Morgantown Ordnance Works, if operated for the production of ammonia 
only, is 224,000 net tons of ammonia per year. Ammonia contains approximately 
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82 percent nitrogen, and expressed in terms of nitrogen content, the designed 
capacity of the plant as stated in the Department’s invitation is 183,680 net tons 
of nitrogen per year. We do not know how this figure was arrived at but it 
possibly may have been calculated by multiplying the monthly capacity by 12 
or even the daily capacity by 365. Since a plant would not operate each month 
or day at the maximum rate, this figure may not accurately reflect the capacity 
of the plant on an annual basis. 

The Department of Agriculture’s figure as to the capacity of the Morgantown 
plant probbaly is based on the production of 200,000 net tons of ammonia (equiva- 
lent to 164,600 tons of nitrogen), which is believed to be a realistic figure as to 
production capacity for ammonia on an annual basis if only one unit is operated 
for the production of methanol. However, it is the opinion of Allied that from 
both an operating and economic standpoint the plant should be operated with 
three units on the production of ammonia and two units on the production of 
methanol and it plans to run the plant on this basis. ‘The annual production 
capacity under this method of operation would be 144,000 net tons of ammonia 
(equivalent to 118,000 net tons of nitrogen) and 60,000 net tons of methanol. 
Accordingly, in the schedules attached the capacity of the plant is shown at 
118,000 net tons of nitrogen. In any event, whether the capacity is shown at 
118,000 tons or 183,680 tons, no substantial difference will result in Allied’s 
proportion of the total capacity of the country. 

Following tabulation summarizes the foregoing figures, showing ammonia as 
such and in terms of nitrogen content: 





Ammonia 
(net tons per year) 
emcees aeriwescsmeee (OE 
: seead in | (net tons per 
Expressed in | EXPressed in year) 
terms of | terms of 7 
sabe nitrogen 
ammonia | content 
ee Ra nee ee a er ee ae Te ee eT eid Meise So eal eee 
Designed capacity as stated in War Department invitation | 
for bids, if operated solely for production of ammonia--_- 224, 000 | hee Ot Cee ee eee 
Department of Agriculture records 200, 000 | 164, 600 |. 
Solvay’s planned production, which may be varied, deper nding | | 
on requirements for products : - aves ; 144, 000 | 118, 000 | 60, 000 





ALLIED CHEMICAL’S POSITION IN METHANOL PRODUCTION 


Methanol, a clear colorless liquid used in the manufacture of formaldehyde, 
dyes, and other chemicals, as an antifreeze solution, and as a solvent in varnish 
and stains, is, like nitrogen, in short supply. 

The position of Allied Chemical in the methanol industry is negligible. As 
shown by schedule 8, Allied produced only 5.5 percent of tetal synthetic methanol 
production in 1949 and 7.8 percent in 1950. 

On the basis of actual sales, Allied Chemical sold only 10.3 percent of total sales 
in each of the years 1949 and 1950. Allied Chemical’s participation in the indus- 
try is therefore relatively small, and the contemplated production of 60,000 net 
tons of synthetic methanol per year at the Morgantown plant is in keeping with 
the general expansion of the methanol industry. 


CONCLUSION 


It is believed that the information submitted herein contains the most complete 
and reliable data available showing the development of the nitrogen industry 
since 1939 and the competitive position of Allied Chemical & Dye Corp. therein. 

The continuing decline in the percentage participation of Allied in the nitrogen 
industry reflects the intensely competitive nature and trend of the industry since 
1939. The bid of Allied Chemical contemplates the addition of only 118,000 net 
tons of nitrogen as against a total estimated consumption of 1,650,000 net tons 
in 1951. In view of the enormous expansion of the industry in the past and the 
future projected expansion, it is believed that the lease by Allied Chemical & Dye 
Corp. of the Morgantown Ordnance Works is not only consistent wtih the antitrust 
laws but also is entirely desirable from the standpoint of the defense requirements 
of the United States. 
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ScuHEDULE 1.—LHstimated United States nitrogen capacity 


[Net tons as nitrogen] 








Estimated capacity 
' j 
Company Plant location } 
| 7 July 1, 1951 —_ m0, 
| | 
Synthetic: } | 
Allied Chemical & Dye Corp. | Hopewell, Va....--....-....] 1189, 000 1 239, 000 280, 000 
South Point, Ohio..........].....- 1 171, 000 218, 000 
| Morgantown, W. Va__-- oF 2 118, 000 
(2 Re eerenins Inbal ve meee vs 
Total. - AN Pee det > 1) Saga 410, 000 616, 000 
Ms ar Department . avasa| Morgantown, W. Va_...-.-.1_.. | 2118, 000 
. I. du Pont de Nemours. - | Belle, W. Va one 120, 000 129, 000 129, 000 
Niagara Falls, N. Y_-. | 4,000 | 4, 000 4, 000 
is ERs Shell Point; Calif... .__- 22, 200 90, 000 90, 000 
| Dominquez, Calif_..........|--- : 3 45, 000 
Dow Chemical. ..................| Midland, Mich. -.----- Sere 7, 400 10, 000 19, 000 
| Pittsburg, Calif__- eran 900 6, 000 6, 000 
Freeport, Tex eee oe | 30, 000 3 60, 000 
Mathieson Chemical.-_.--..--- | Niagara Falls, N. Y-..------] 4, 800 5, 000 5, 000 
| Taken Core Bee oh 4 75, 000 3 84,000 
| Saltville, Va a ee 4 60, 000 
Pennsylvania Salt Manufactur- | Wyandotte, Mie 4,100 13, 000 13, 000 
ing. | | | 
Spencer Chemical__...-.-.-._.-- | Military, Kans...........- 2S 128, 000 170, 000 
| West Henderson, Ky ete 60, 000 66, 000 
| Vicksburg, Miss----- : 2 : 3 60, 000 
Lion Oil_---.- rethduaccdewscacass) ie Oe ee SSS AS Ce soba 169, 000 171, 000 
| Location undecided --........|.....--.---- . | 4 60, 000 
Commercial Solvents. _.....--.-.-- BO SS a eee OS, 58, 000 3 120, 000 
Phillips Chemical... ...........- | Etter, Tex. - ae \ palin. 120, 000 4 165, 000 
| Location undecided. __------|---- Speed ite 60, 000 
San Jacinto Chemical__..........| San Jacinto, Tex Ae aaa 24, 000 
Mississippi Chemical. - - - -- a Vaske City, Miss_--..-- fi | 36, 000 | 
Hercules Powder- Jane MIs coca sh ces ee 24, 000 | 
Tennessee Valley Authority -----| Sheffield, Ala_--.--- aieh ; 57, 000 


Painesville, Ohio 
Houston, Tex 


Diamond Alkali. 





Wyandotte Chemical__..........| Wyandotte, Mich___. - ; 315,000 
Hooker Electrochemical | Tacoma, Wash. ai : ; | 310, 000 
Westvaco Division, Food Ma- | South Charleston, ee ae 5 | 415, 000 
chinery & Chemical. } | } 
Woodward Iron._-_...--..---- : Alabama oe : stag | 4 37, 500 
Cooperative Farmer Chemical Kansas_. aa z ome : | 450,000 
Polacious Chemical. --.........---| Texas er: eae , | # 50, 000 


Total synthetic__--._-_- deths 352 52 400 | 1, 566, 000 2, 370, 500 
Byproduct: | | 
Allied Chemical & Dye Corp-.---}.. Sey oem sigs 5am 9, 000 | 12, 000 | 13, 000 
Other producers..-.......-.--- “=! ae Pe 208, 000 | 203, 000 | 217, 000 


Total estimated United States 


569, 400 | 1,781,000 2, 600, 500 
nitrogen capacity. | 


Allied’s percentage of— 
Synthetic: | 
Excluding Morgantown......{.......................- ie 53.6 | 26.1 | 21.0 


Including Morgantown... -- eae CER aa aan Oe See are j 33:71 26.0 
Total synthetic and byproduct: | 

wera DeOreOnLOWN..... ....}.<2..<5..62.. 5.505. cse. oe 34.7 23.6 19.6 

Including Morgantown... -..- gees baled | Diihdlisinidensmdcaneit | 30.3 | 24.1 


' Rated capacity. 
3 Nitrogen capacity based on simultaneous production of 60,000 net tons methanol per year. 
} Certificates of necessity issued by National Production Authority for expansion of existing plants or 
construction of new plants. Capacity estimated on basis of information available. 
‘ No published information regarding these projects. Data based on reports prevalent in trade. 
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SCHEDULE 2.—United States synthetic nitrogen capacity (derived from syntheti: 
ammonia ) 




















1940 | 1951 
Plant owner Location | | | 
Tons | Per- | Tons | Per- 
nitrogen cent nitrogen | cent 
siamee de es Pa ae pera Mecca ere rer ase cam 
Allied Chemical & Dye Corp Hopewell, Va_._...---- 200, 000 51.3 | 222,000 | 93.‘ 
South Point, Ohio_-_- Gab! | 164,600 |f “:* 
E.I. du Pont de Nemours & Co Belle, W. Va., and Niagara 138, 700 | 35.5 | 172,000 | 10.64 
Falls, N. Y. 
Shell Chemical Co................ Pittsburg, Calif ee Sas 24, 300 | 6.2 | 75,700 | 4. 
Mathieson Chemical Co_.__.____- Lake Charles, La., and Ni- 4,900 | 1.3] 75,700 | 4.¢ 
agara Falls, N. Y } | 
Dow Chemical Co................. Midland, Mich-.--- 8, 400 | 2.2| 12,300 | 
| Pittsburg, Calif. ___.. 4, 900 | 2.8 
Freeport, Tex ‘a | | 28, 800 | 
Spencer Chemical Co_- | Pittsburg, Kans | 139,900 |) 15 , 
| Henderson, Ky_-.- | 56,000 jf ~* 
Lion Oil Co --| El Dorado, Ark. _-.-- * # | 172,800 10. 
Phillips Chemical Co ..| Etter, Tex._.- | 131, 700 8.1 
Commerical Solvents } Sterlington, La___....-- fet | | 54,300 3. 31 
Hercules Powder Co | Pinole, Calif. _. ; 10,000 | 2.5} 23,900 1, 48 
Tennessee Valley Authority__- | Muscle Shoals, Ala | Pecos | 54,300 3. 3t 
Mississippi Chemical Co_- ..| Yazoo City, Miss_. = | 34, 600 2.1 
Morgantown Ordnance | Morgantown, W. Va } | | 164, 600 10, 18 
San Jacinto Ordnance ; | Houston, Tex. ___.- ben 18, 100 1.12 
Penn Salt Manufacturing Co Wyandotte, Mich 4,000 | 1.0 9, 900 OK 
Total pint ianigehweD ous au neeadabiets alten 390, 300 | 100.0 |1,616,100 | 100.00 
j ' ' H 





under Internal Revenue Code). 
SCHEDULE 3.—Synthetic capacity of Allied Chemical & Dye Corp. 


[As tons nitrogen] 


Year | Hopewell | South Point | 
1939 189, 000 <i 
1940 189, 000 
1941 214, 000 | 
1942 1 214, 000 | , 
1943 214, 000 3 | 
1944 214, 000 | 
1945 214, 000 1 35, 000 | 
1946 214, 000 2 106, 000 
1947 214, 000 171, 000 | 
1948 214, 000 171, 000 | 
1949 239, 000 171, 000 | 
1950 239, 000 171, 000 | 


! Leased South Point in third quarter 1945. 
? Purchased South Point July 1, 1946. 





Source: U. S. Department of Agriculture (prepared for use in considering applications for amortization 


Total 


189, 000 
189, 00 
214, 000 
214, 000 
214, 000 
214, 000 
249, 00 
320, 000 
389, 000 
389, 00t 
410, 000 
410, 000 


SCHEDULE 4.—Allied’s participation in United States production of nitrogen 


[Net tons as nitrogen] 











1950 


382, OOK 
902, 966 


1, 284, 96 


1939 
Synthetic: e | 
_- RR REN nneiny ro areeieainnonensn ste iis ea | 
Total eee i pn lpi Ain nn asa ins igs i Ta sab css cab ec eb ds get st il igs ew esp te itd bs +. Soa 5. 651 | fy 
Byproduct: | re eed my iy Yeo 
ALN Nee aT NS NED ee AREA ERR ma ED 130, 477 | 
IS rag 2 m +e ea 


Total nitrogen production 


Allied’s percentage of— 
Synthetic a = Pr ne a = Se 
Total synthetic and byproduct -__- 





188, 693 


1, 473, 659 


29. 7 


26 
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SCHEDULE 5.—United States production of synthetic and byproduct nitrogen 
[Net tons] 





As product: 
ee 
1940 
Sr 
| AES SS ala oe meen 


Se ina eaianidicnpaie eee 


1944. . 
1945- - 
aaa 

Lf =e : 
es Si 


As nitrogen: 
1000...... 
1940___- 
1941 


| 
| Total 


| 
| 
| 
| 


394, 456 
(}) 

590, 878 
632, 007 


Ammonia 


|—-----~ Sonne ee 


631, 042 | 


640, 937 
630, 656 
749, 278 
1, 103, 353 
1, O86, 998 
1, 238, 219 


1, 473, 659 | 


Synthetic 


Byproduct 


24, 132 
28, 469 
31, 389 
33, 927 
34, 106 
31, 665 


25, 718 
, 753 


22, 750 








Ts 7) 





596, 754 | 
916, 265 | 
896, 349 | 

1, 064, 362 | 

1, 284, 966 | 


27, 607 | 
24, 991 


Byproduct 
Sulfate of 
ammonia 


580, 274 
718, 231 
745, 198 
766, 804 
761, 270 
818, 244 
764, 293 
643, 752 
809, 440 
R30, 683 
756, 807 
827, 272 





156680 
131, 969 
165, 935 
170, 290 
155, 145 
169, 591 








1 No data. 


Note.—Above figures are taken from reports on production of inorganic chemicals by U. S. Bureau of 
the Census and of coke byproducts by U. 8. Bureau of Mines. 


SCHEDULE 6.—Nitrogen production of Allied Chemical & Dye Corp. 


{Net tons as nitrogen] 








| 
Year | Total | Synthetic | Byproduct 

casemate iceneciiioaiap cacao a = = oo) Soeraeaey ae es _ 
POG ee ae assur ce : 150, 000 | 143, 000 7,000 
ee a ace | 186, 000 177, 000 9, 000 
SE 218, 000 | 210, 000 8, 000 
SES oe Sdn ab cicks 220, 000 | 208, 000 12, 000 
| Ss | 208, 000 | 197,000 | 11, 000 
1944 220, 000 210, 000 | 10. 000 
1945__. ; : et eel 228, 000 | 219, 000 9, 000 
ee i Whi Swi ne 4 E sais ee 315, 000 306, 000 9, 000 
| Sree ie cei eck ir at 380, 000 | 370, 000 10, 000 
Te igen eae ime : | 325,000 | 316, 000 9, 000 
i BER EeSeS ao 392, 000 | 383, 000 | 9, 000 
hes oso te a eit Site ad Seite --| 390, 000 | 382, 000 8, 000 





SCHEDULE 7.—Estimated consumption of nitrogen in continental United States 


[Net tons as nitrogen] 








Total con- | Allied chem- | Allied’s 


| 
Total agricultural and chemical, year ended June 30— | sumption | ical percent 
i | 
62 Rest RS det bs + cert le Ee Ee a Be RT ON cee F Ser SG : 

Beh STS geet ae eg. tanner | 491, 500 | 158. 700 32.3 
a awl 953, 700 310, 110 32.5 
1946 =n 937, 900 | 341, 036 36.4 
' SE SSSR ae ee 1, 095, 100 4108, 301 37.3 
1948 ns 1, 186, 300 379, 274 31.9 
1949 1, 303, 200 368, 977 28.3 
ee a oe as : eS | 1, 297, 900 358, 769 27.6 
ee pe ae Rae Nes . 1, 650, 000 449, 460 27.2 





Norte.—Years 1939 and 1945-50 based on our estimates. 

Year 1951 based on statement by Frank K. Woolley, Deputy Administrator, Production and Marketing 
Administration, at hearing on fertilizer supplies before Special Fertilizer and Farm Machinery Subcom- 
mittee of House Committee on Agriculture, February 20, 1951, that 1,250,000 net tons were available for fer- 
tilizer use and figure of 400,000 net tons for industry consumption from figures given by NPA at May 24, 
1951, meeting of Nitrogen Industry Advisory Committee. 

Years 1940-44 war years; information not available. 
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SCHEDULE 8.—Synthetic methanol 


[All figures in net tons] 
| pe ey | bisa wi ; : ‘ “ 
| | | 


Calendar | Ravel | Allied | Allied’ 
year | gecec. | Chemical percent 
| States! | | 
Production 2 ; ee, 1949 | 419,251 | 22, 943 | 
1950 | 450,792 | 34, 942 | 7.8 
Sales ?___. . ic amiaana ache oe 1949 | 204, 138 | 20, 974 ! lt 
1950 253, 611 | 25, 975 | 10 


1 Based on data published by U. 8. Tariff Commission. 
_ 2 Difference between production and sales is accounted for primarily by the use of methanol by producer 
in the manufacture of other products. 


DEPARTMENT OF JUSTICE, 
August 22, 1951. 
Hon. ARCHIBALD S, ALEXANDER, 
Under Secretary of the Army, 
Department of the Army, Washington, D. C. 

DEAR Mr. ALEXANDER: This is in reply to your letter of August 15, 1951, in 
which you enclosed information furnished to your office by Senator Matthew 
Neely, of West Virginia, and other data furnished by counsel for Allied Chemica! 
& Dye Corp. with reference to the proposed lease of the Morgantown Ordnance 
Works. You previously submitted to us certain data with reference to the pro- 
posed lease and requested our views as to the antitrust consequences of such lease 
and we expressed our opinion to you in a letter dated August 6, 1951. 

Under the Surplus Property Act of 1944, the Attorney General was required to 
pass upon disposition of Government property and to state whether disposition to 
a particular applicant would be in violation of the antitrust laws. Subsequently, 
the Congress recognized the impracticability of the Attorney General making such 
determination and by section 207 of the Federal Property and Administrative 
Services Act of 1949, established the test to be applied by the Attorney General, 
under the antitrust laws, in rendering advice as to disposition under that act 
This test is whether a proposed disposition would “tend to create or maintain a 
situation inconsistent with the antitrust laws.” 

It is the Department’s view that the Congress, in this act, establish a polics 
guide as to the antitrust aspects of Federal property disposal. We recognize, of 
course, that the Federal Property and Administrative Services Act of 1949 does 
not, in terms, embrace property disposals by the Army and that considerations of 
national defense requirements must be determined by the National Defense Esta! 
lishment. We are of the opinion, however, that the policy of the Congress, as 
outlined above, should be most persuasive in all areas of Federal property dis- 
posals and that the requirements of the President’s directive, issued pursuant to 
the Defense Production Act of 1950, as amended, requiring consultation by defense 
agencies with the Attorney General and the Federal Trade Commission as to an) 
program that would entail antitrust implications, impels, in this case, full co: 
sideration of the congressional policy above stated. 

Upon careful consideration of additional information enclosed with your letter 
of August 15, 1951, concerning the nitrogen industry and the position of Allied 
Chemical & Dye Corp. in that industry, our opinion is unchanged from that 
expressed in our letter to you of August 6, 1951, that the proposed lease of the 
Morgantown Ordnance Works to Allied Chemical & Dye Corp, would “tend to 
create or maintain a situation inconsistent with the antitrust laws.” 

Sincerely yours, 
H. G. Morrison, Assistant Attorney General. 





FEDERAL TRADE COMMISSION. 
August 24, 1951. 
Hon. ARCHTRALD S. ALEXANDER, 
Under Secretary of the Army, Washington, D. C. 

My Dear Mr. ALEXANDER: Reference is made to the pending proposal to lease 
the Morgantown Ordnance Works, Morgantown, W. Va., for private operation 
and for which, we are informed, the Allied Chemical & Dye Corp. and United 
Distillers of America, Inc., are bidding. 
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The Commission under its statutory duties is concerned with the prevention 
of undue economic concentration, and monopolistic conditions which are inimical 
to the maintenance of competition in consonance with law and Government pol- 
icy. In the President’s directive of September 28, 1950, the Federal Trade Com- 
mission and other agencies have also been called upon to consult “For the pur- 
pose of determining and, to the extent consistent with the principal objective of 
the act (Defense Production Act) and without impairing the defense effort, of 
eliminating any factors which may tend to suppress competition unduly, create 
or strengthen monopolies, injure small business, or otherwise promote undue 
concentration of economic power.” 

Respecting these duties of the Commission, the Antitrust Division of the De- 
partment of Justice has consulted with us in regard to the proposed lease of the 
Morgantown Ordnance Works. We are informed that the Morgantown works 
under the lease proposals would be devoted to the production, wholly or prin- 
cipally, of ammonia for military and eivilian purposes. 

The plant we understand may also be used in part for the production of 
methanol but that the major, if not the total, output would consist of ammonia 
which has high nitrogen content. The plant would consequently become a sub- 
stantial operating unit in the synthetic nitrogen industry. 

Figures for 1950, which we understand were furnished by your Department, 
show that Allied’s productive capacity was 25.7 percent of the total capacity in 
the industry. The corporation’s own figures give such percentage of the total 
as 26.1 as of July 1, 1951. Corresponding figures for the Morgantown plant show 
its capacity to be the next largest in the industry, namely, 13.6 percent of the 
total, according to the figures from your Department. Its capacity is listed as 
7.5 percent in the figures supplied by Allied as of July 1, 1951. Information 
furnished us also shows there are 13 other companies in the synthetic-nitrogen 
industry. Their productive capacities are listed as ranging from 1 to 12.9 percent 
as of July 1, 1951, according to Allied’s figures. While there were several sets 
of figures on percentages of capacity of the different companies, these are sub- 
stantially comparable and reflect that Allied’s present capacity is between 23.93 
and 26.1 percent of total industry capacity for the production of synthetic nitro- 
gen, and that, with the addition of the Morgantown facilities, Allied’s percent- 
age would be increased between 7.5 and 10.18 percent of national output. As of 
June 30, 1954, according to Allied’s estimates of the industry’s situation, that 
corporation would still have 21 percent of the industry’s total capacity without 
Morgantown and 26 percent with Morgantown. Under any of the compilations 
of figures made available to us, Allied’s capacity with the addition of Morgan- 
town facilities would be the equivalent to the capacity in nitrogen industry held 
by Allies three largest competitors combined; and upon the basis of that cor- 
poration’s estimates as to the industry capacity in 1954, with the addition of 
Morgantown, Allied would still have a capacity as large as its two closest com- 
petitors combined. In the circumstances and on the basis of information avail- 
able to us, it appears to the Commission that the Allied Chemical & Dye Corp., 
a bidder for lease of the Morgantown plant, occupies a position of dominance in 
the synthetic-nitrogen industry from the standpoint of productive capacity. 

With respect to methanol, information available to us is not as complete as 
it is in respect to nitrogen. It appears definite, however, that Allied’s position 
in respect to methanol is very substantial, but may not be as predominate as in 
the case of nitrogen. Nevertheless, if the corporation’s position were augmented 
by the increases resulting from its operation of the Morgantown works, its posi- 
tion of dominance among its competitors would be very materially strengthened 
in both fields, and thus be dangerous to small business and to the maintainance 
of vigorous competition and would likewise be materially augmented. 

National policy as reflected in the Federal Trade Commission Act and in the 
sections of the Clayton Act administered by the Commission is directed toward 
maintaining and safeguarding competition through the prevention of undue 
concentration of economic power and the development of industrial situations 
which tend to deprive the public of the benefits of competition in free enter- 
prise. This policy was reaffirmed and strengthened in the recent passage by 
Congress of the amendment to section 7 of the Clayton Act (Public Law 899, 
Sist Cong. approved December 29, 1950) whereby acquisition in whole or in part 
by a competitor of the stock or assets of competing industrial unit is prohibited 
where in any line of commerce in any section of the country the effect may be sub- 
stantially to lessen competition, or tend to create a monopoly. While acquisition 
or lease of the Morgantown plant under conditions which may increase the dom- 
inance of one competitor over another and make it more difficult for small com- 
petitors to operate may not, for technical reasons, involve a violation of section 
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7 of the Clayton Act, nevertheless, it appears that such an eventuality would 
certainly be inconsistent with the policy involved in such statutory provisions. 

In light of the national policy referred to and the concern which the Com- 
mission has therewith in carrying out its statutory duties, and the President’s 
directive referred to, I wish to advise that the Commission believes the dis- 
position of the Morgantown works, by lease or sale, to one occupying a com- 
petitively predominant position in the industry, such as that of the Allied Chem- 
ical & Dye Corp., would tend to create or maintain a situation inconsistent with 
the antitrust law. We, therefore, wish to express to you our concurrence in the 
advice which we are informed the Department of Justice has supplied to you 
to the same effect. 

United Distillers, referred to as another bidder for the Morgantown works, 
we are informed is not engaged in the production of nitrogenous products or 
methanol. Its entering into the business would therefore bring another com- 
petitor into the field. In this connection, however, we wish to make it Clear to 
you that our views are not to be regarded as indicating that the Morgantown 
plant should be leased or disposed of to the United Distillers of America or any 
other company not occupying a position similar to that of Allied. The decision 
as to whom the contract should be awarded is not ours to make. We understand 
it will be appropriately made by your department, and that you will necessarily 
give due consideration to all the factors involved, satisfying yourself as to the re- 
sponsibility of the proposed lessee or purchaser, its know-how, and the ability 
and efficiency with which it may be expected to carry out the terms of the con- 
tract. 

It is our desire to be of every assistance to you possible and we trust the fore- 
going expression of our view of the matter from the standpoint of the mainte- 
nance of free competition may be of service to you. 

By direction of the Commission. 

Sincerely yours, 
W. A. Ayres, Acting Chairman, 

Mr. Currrorp. Exhibit 1 was the copy of our bid and exhibit 2—are 
you referring to the financial statement ? 

Mr. Courtney. I understood the bid was exhibit 2. Am I in- 
correct / 

Mr. Citrrorp. Our bid was exhibit 1. 

Dr. FoGier. Yes 

Mr. Cuirrorp. A\lied’s exhibit 1 was the copy of its bid. 

Mr. Ciemente. The bid form was the Army exhibit No.,l we re- 

Mr. CLEMENTE : Ps 
ferred to. 

Mr. Courrney. Oh, I am sorry. 

Mr. Cuirrorp. Yes. 

Mr. Ciemente. Now the financial statement, are you going to make 
that? 

Mr. Cuirrorp. Yes; I would like to introduce Allied’s financial 
statement for the year 1950 and have it marked Allied’s “Exhibit 
No. 3.” 

Mr. Ciemente. Will you so mark it, sir? 

Mr. Cuirrorp. Yes. 

(The document above referred to was marked “Exhibit No. 2” and is 
as follows:) 

ALLIED ExHIBIt No. 2 
THIRTY-FIRST ANNUAL REPORT, ALLIED CHEMICAL & Dyk Corp., DECEMBER 31, 1950 

Director.—F. J. Emmerich, Thomas P. Hazard, Francis H. McAdoo, Eugene 
Meyer, Henry M. Minton, C. W. Nichols, Harold Otis, Carl J. Schmidlapp, William 
Hallam Tuck, Charles F. Weber, Samuel A. Welldon, Paul E. Whitten. 

Officers.—President, F,. J. Emmerich ; vice president, Francis H. McAdoo; vice 
president and treasurer, E. W. Clark; vice president and comptroller, G. B. 
Miller; vice president, Forbes Silsby ; secretary, W. C. King. 

Divisions —The Barrett division, G. H. Gleason, president ; General Chemical 
division, H. O. C. Ingraham, president ; National Aniline division, E. M. Maxwell, 
president ; Semet-Solvay division, A. E. Scherm, president; the Solvay Process 
division, A. B. Chadwick, president. 
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Transfer agent.—Guaranty Trust Co. of New York, 140 Broadway, New York, 
Nees 

Registrar—Bankers Trust Co., 16 Wall Street, New York, N. Y. 
To the Stockholders: 

The consolidated balance sheet at December 31, 1950, and the consolidated 
income account for the year are presented herewith, together with a 10-year com- 
parison of financial and operating data. 


EARNINGS AND DIVIDENDS 


Net income for 1950, the highest in the history of the company, was $41,212,520 
compared with $37,150,977 for 1949. The company’s stock was split four shares 
for one on August 1, 1950. On basis of the present number of shares, net income 
was equal to $4.65 per share for 1950 and $4.19 for 1949, after provisions for 
Federal taxes of $3.71 per share for 1950 and $2.58 for 1949; dividends paid were 
$3 per share in 1950 and $2.50 in 1949. 


SUMMARY OF RESULTS 


The company’s total receipts in 1950 and 1949, and the manner in which these 
receipts were distributed, are set forth below: 








| | 
| 1950 | 1949 
Received from customers aa te J. $408, 042, 285 | $363, 743, 806 
Interest, dividend, and other receipts. _- Care ‘ 4, 404, 331 | 3,761, 041 
These receipts were distributed as follows: | 
Goods and services bought from others---___-- ee aa oe cient 220, 606, 321 | 196, 710, 151 
Wages and salaries. “det a pS 92, 017, 341 85, 830, 109 
Depreciation, depletion, ‘and other charges 7 cI A | 15, 782, 856 16, 560, 6° O 
Taxes incurred __ __--- aos sie Rake yopee 42, 827, 578 31, 252, 930 
Dividends paid iS eS ‘ute. BB 26, 569, 188 | 22, 140, 990 
Retained for needs of the business. ___- $1? SESE SEE : 14, 643, 332 15, 009, 987 
Totel receipts... ........ tac Rivera ee 412, 446, 616 367, 504, 847 


Sales and operating revenues in 1950 were the largest since formation of the 
company, although operations were adversely affected by strikes at the com- 
pany’s major alkali plants in the third quarter and in the coal industry in the first 
quarter of the year. The increase over 1949 approxim: iting 12 percent was due 
primarily to increases in volume for most of the ¢ ompany’s products. Increased 
production to meet the greater demand was obtained from expansion in capacity 
and facilities for new products provided in 1949 and 1950 and from higher 
operating rate except during the strike periods, 


CONSTRUCTION 


Gross additions to the property account amounted to $24,182,233 and retire- 
ments were $7,797,023. As in the preceding year, about one-half of the property 
expenditures during 1950 represented cost of replacements and one-half repre- 
sented cost of facilities for expansion and for new products developed by re- 
search and not heretofore made by the company. In connection with the replace- 
ments advantage was taken of improvements developed in processes and equip- 
ment in order to increase the efficiency of the company’s plants. 

During the year new facilities were started up to produce urea, additional 
high-grade dyes and intermediates therefor, and sodium tripolyphosphate which 
is used to increase effectiveness of synthetic detergents; also completed was a 
new coal-tar distillation plant utilizing an improved process which results in 
higher yields of naphthalene, a material in short supply. 

The company’s basic products are essential to the national defense program 
and in order to supply them in needed quantities work is under way to expand 
facilities for soda ash, caustic soda, chlorine, sulfuric acid, phenol, phthalie 
anhydride and other chemicals. Steps are being taken to equip the company’s 
two synthetic nitrogen plants to use natural gas as a raw material instead of 
coke heretofore used; this will release large quantities of coke to the steel and 
other industries which need it for defense purposes. Facilities are being pro- 
vided at some of the company’s sulfuric acid piants to enable increased use of 
comparatively abundant pyrites ore in place of sulfur of which there is a critical 
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shortage, a condition which is expected to grow worse because of the rapid de- 
pletion of known sulfur deposits. 

An analysis of the property account and the reserve for depreciation, obsoles- 
cence, and so forth, at December 31, 1950, follows: 


| Reserve for 
Property | depreciation, 
account obsolescence, 
| ete. 


Land, mines, quarries, brine wells, etc__- $18, 382, 053 | $3, 852, 918 
Plant improvements pet 20, 570, 781 14, 514, 426 
Buildings bedava ink ; 79, 052, 570 | 
Equipment__. ‘ ° . F bide = 314, 498, 760 | 








Total : basic ea ais set : al 432, 504, 164 | 273, 388, 5 





RESEARCH 


Through the large research organizations of the operating divisions and the 
Central Research Laboratory at Morristown, N. J., the company continues to 
carry out extensive research in developing new and related products as well 
as in improving its present operations; expenditures for research are steadily 
being increased, reflecting enlargement and improvement in the research staff, 
laboratories, and equipment. New research laboratory of The Solvay Process 
Division at Syracuse, N. Y., was formally opened in May 1950 and will supply 
exceptional technical facilities for the Alkali Section of Solvay and consumers 
of its products, particularly the glass industry. 

A number of new developments directly connected with the defense pro- 
gram, including a new approach to the production of synthetic benzol and other 
materials in critically short supply, are in various stages of progress toward 
commercial production. Extensive research has been under way for some time 
in the fields of synthetic fibers and plastics, with the objective of developing 
suitable products and economic processes for production of the required in- 
termediates from basic raw materials. 


INVESTMENTS AND SECURITIES 


Investment in United States Government securities increased approximately 
$8,969,000 during the year. No material change took place in investment in 
other securities. In last year’s report the letter to stockholders contained a 
list of principal marketable securities carried under “Investments”; securities 
carried under “Current assets” were shown in a footnote to the balance sheet. 
In order to simplify the report all items listed on the New York Stock Exchange 
are now included in the balance sheet under “Current assets—marketable se- 
curities.” The items carried in this account and market value thereof at end 
of 1950 were as follows: 








Marketable securities | Shares | Book value — 
i | | rf 

United States Steel Corp., common | 342,300 | $9,033,258 | $14, 419, 388 
Owens-Illinois Glass Co., common J : : aa | 208, 309 | 5, 985, 081 | 15, 831, 484 

American Viscose Corp.: | | | 
Common... ’ re : | 334, 000 | 4, 464, 000 | 21, 042, 000 
Preferred _ - bette tri eel 4, 800 | 516, 000 | * 571,800 
American Natural Gas Co., common. _- <i | 94, 200 | : . | 2, 637, 600 
Air Reduction Co., common | 268, 000 | 7, 370, 000 
Virginia-Carolina Chemical Corp., preferred. __--_- ae 3, 502 4, 959, 228 
Libbey-Owens- Ford Glass Co., common ie 61, 426 2 1, 934, 919 
Miscellaneous items e < 5 1, 45 54 R65 3 595, 271 
Total __- cdalobk ae . 30, Is, 136 72, 361, 66 90 


Since market value of Government securities owned approximates cost and 
aggregate market value of other securities and investments is considerably more 
than double the value at which carried, the balance of $10,000,000 in the ‘“Re- 
serve for investments and securities” was transferred to “Surplus” in 1950. At 
the same time a corresponding amount was transferred from “Surplus” to the 
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“Reserve for increased cost of replacements,” since replacement costs continue 
to substantially exceed original costs on which additions to the regular deprecia- 
tion reserve are based in accordance with generally accepted accounting 
principles. 






PENSIONS 







The company, and its predecessors prior to the company’s organization in 1920, 
have paid pension allowances to employees retired after long periods of service. 
In connection with changes in conditions, the pension plans have been modified 
from time to time, and formalized at most locations. While some of the plans 
differ in minor respects, under formalized plans employees with 15 or more 
years of service may retire on pension at age 65, or earlier if permanently dis- 
abled, and retirement is obligatory at age 70: monthly pension is equal to 1 
percent of the average monthly pay during the last 10 years of employment 
multiplied by the years of service, less one-half of primary social security benefit, 
except that for employees retired before age 65, such years are reduced by one- 
half year for each year under 65; minimum monthly pension for employees 65 or 
over With 25 years of service is $100, including total primary social security 
benefit, and proportionately less if employee has had 15 vears but less than 25 
years of service; for employees retired under 65 minimum monthly pension is 
$50, including total primary social security benefit, if any, subject to increase 
when employee reaches 65 to minimum for employees retired at 65; maximum 
pension is $1,250 per month. The plans are noncontributory. 

It has been the company’s procedure to charge payments made currently for 
pension allowances against operating expense, which practice was continued 
during 1950. Remainder of estimated pension cost applicable to 1950, after 
allowing for anticipated tax credits when payments are made in future years, 
was provided for in charge to income of $1,500,000 and added to the “Reserve 
for pensions and contingencies.” This reserve was formerly designated “Reserve 
for general contingencies” and has been accrued through charges to net income 
not deducted in compting income taxes. It is estimated that the amount of the 
reserve is sufficient to provide for accumulated pension liability to date com- 
puted on an actuarial basis less related tax credits anticipated in the years 
when pensions are paid. 













STOCK SPLIT-UP 


During the year the company’s stock was split four for one, which was 
effected by issuing an additional three shares for each share previously out- 
standing, and the 187,189 shares which had been carried. as treasury stock 
for many years were retired. The split-up increased the number of shares issued 
and outstanding to 8,856,396. The total number of shares authorized was in- 
creased to 10,000,000. . On February 15, 1951, there were 24.563 registered holders 
of the company’s stock, an increase of 17 percent compared with a year ago. 


ORGANIZATION CITANGES 








Since the last annual report the board of directors has lost a loyal and able 
member of long standing through the death of Mr. Wallace Campbell, who had 
been connected with the organization since 1916 and had been a member of the 
hoard since 1932. At the annual meeting in April 1950 two vacancies on the 
board were filled by the election of Mr. Eugene Meyer and Mr. ©. W. Nichols; 
the only other vacancy was filed at the November 1950 board meeting by the 
election of Mr. Thomas P. Hazard. 

In September 1950 Mr. G. B. Miller, comptroller, was also appointed vice presi- 
dent, and Mr. James Sheridan was appointed assistant treasurer. In November 
1950 Mr. Forbes Silsby, director of research and development, was appointed 
vice president. Effective February 1, 1951, Mr. Charles F. Weber retired as 
vice president and treasurer, although continuing as a director. Mr. E. W. Clark, 
vice president, was also appointed treasurer. 

Mr. B. A. Ludwig retired as president of National Aniline Division in Sep- 
tember 1950 and Mr. E. M. Maxwell was appointed president and Mr. D. G. 
Rogers executive vice president of the division. Mr. F. H. Nichols retired as 
vice president of General Chemical Division in September 1950 and Mr. M. M 
Biddison and Mr. C. M. Brown were appointed executive vice president and vice 
president, respectively, of the division. Mr. Hugo Riemer, vice president of 
the Solvay Process Division, was appointed executive vice president of the 
division in November 1950. 
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The company is cooperating with our Government in every way practicable 
in the present emergency, and is prepared to do its full share in supplying goods 
and services essential for national defense and civilian needs. 

Respectfully submitted. 

F. J. EmMenricu, President. 

Fesruary 27, 1951. . 


Consolidated general balance sheet, Allied Chemical & Dye Corp., Dec. 31, 1950 
ASSETS 


Property account: Real estate, plants, equipment, mines, etc., at 


5a TE EER, ee Ee ee a ee eer eet ae eS $482, 504, 164 
Current assets: 
sa a an at Na ae iy $41, 633, 035 
U. S. Government securities at cost, which ap- 
DPORIIMATON IRATE. cisco nine ncuw $9,804 Gd6 
Marketable securities at cost (market value $72,- 
A a a 30, 118, 436 
Accounts and notes aethae less reserves of 
SR SES Sea os Oe eae Oe ee = Necsibici aan cy Cae 
Inventories at lower of cost or market, less re- 
ORTON SIL Br Es ook odie isms ens rio jst. dg Ce 
———— 200, 850, 490 
Investments : Sundry investments at cost--___.____-----.._-_____- 1, 304, 209 
Deferred charges: Prepaid taxes, insurance, ete_ SE nee ee 3, 258, 285 
Other assets: Patents, processes, trade-marks, good will, ete. Rew anes 21, 305, 943 
1 aE ile ese mn ee Ee Se eae ee ee 0 PEP aM Ne Sct 659, 223, 091 


Current liabilities: 


Pinas ppeene. oo Bae, See 
wo ee | a a aren SA See E 1, 800, 286 
oe, Ea EE a i ae a 38, 067, 841 


———————_ 57, 648, 208 
Reserves: 


Depreciation, obsolescence, ete_______-.._._.._..__._. 273, 388, 575 
Increased cost of replacements_____-___--______ 40, 000, 000 
Pensions and contingencies_____._.._._-.._....___..._ 27, 656, 777 
CN: re AO te eo 1, 786, 364 
a te ie er See 939, 163 


Capital stock and surplus: 
Common stock, without par value, basis $5 per 


share, issued 8,856,396 shares_......._..._.._.__ 44, 281, 980 
BO ee ee 
Karned surplus... sk a ts _-.. 144, 765, 329 


—————-__ 257, 809, 004 


RAM SSA eo ees Sie ee, Se on nah eee 659, 223, 091 


A comparison of the balance sheets for the last 10 years is shown on pages 10 
and 11 of this report. 


Allied Chemical & Dye Corp., consolidated income account, year ended Dec. 31, 
1950 


PMR TEI RED Tit I ns ei ig oi ha ee ghee $408, 042, 285 
Cost of sales and operating, selling, and admin- 
istrative expenses, including normal depreciation 
and depletion of $12,862,215_._.._.........__..___.. $334, 524, 249 
Accelerated depreciation ____ ake ph itacint ti 1, 420, 641 
Reserve to cover increased costs ine urred to 


replace inventories________ ae Ses tce eee eae ie, 966, 563 
Other charges applicable to the eee. reste ae 1, 500, 000 
—_——————_ 338, 411, 453 





iapoes imenme rom: operktione a ee oe 69, 630, 832 
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Allied Chemical & Dye Corp., consolidated income account, year ended Dee. 31, 
1950—Continued 
Other income: 


nn ee cce $3, 895, 510 
Interest and miscellaneous—net__________ ae 508, 821 
—_—_———__ $4, 404, 33 


Income before provision for Federal income 


I RB oi ee eho eee 74, 035, 163 
pe a so Se a ae See cee: eA $30, 162, 935 
Pederd: @xters-pronts. taxes... 2, 659, TUS 


—_—_—__————__ 32, 822, 643 
Net income (per share $4.65) ~........_.......__ ae 41, 212, 520 


SURPLUS ACCOUNT 





Sure a a Os oi ee eh eee we cntmmnicen GeO, GOO) OSS 
Deductions account stock split, ete. : 
Issuance of 6,642,297 shares of common stoeck_. $33,211, 485 
Retirement of treasury stock__._._..--.-___- o4. 901, 356 
—_—_———— 58,112,841 
0 AAG SD RES Sd SR od 9 ee 198, 883. 692 
Net theo ee Went eds oo. eee Be Any Soe ee 41, 212, 520 
Transfers: 
From reserve for investments and securities__.__ $10, 000, 000 


To reserve for increased cost of repilacements_- 10, 000, 000 





BS OE eS | | SER a 240, 0 096, 212 
Divas et 8 er BORG So) 8. oe el ee 26, 569, 188 
Bee ES | RD a Ea oY ey ek Se bs 213, 527, 02 


Special provisions for accelerated depreciation, inventory reserve and other 
chalges applicable to the year enumerated in above income statement total 

3,887,204 and have not been included in deductions for purpose of arriving at 
ie amount of Federal income and excess profits taxes for the year. The special 
provision of $1,500,000 covering other charges applicable to the year was credited 
to the “Reserve for pensions and contingencies.” 

A comparison of income and surplus accounts for the last 10 years is shown on 
pages 10 and 11 of this report. 


McLaren, Goove, Wrest & Co. 
CERTIFIED PUBLIC ACCOUNTANTS 
25 Broad Street 


New York, February 27, 1951. 
ALLIED CHEMICAL & DYE Corp., 
New York, N. Y.: 
We have examined the consolidated general balance sheet of the Allied Chem- 
ical & Dye Corp. and its subsidiary companies as of December 31, 1950, and 
the statements of consolidated income and surplus for the calendar year then 
ended. Our examination was made in accordance with generally accepted audit- 
ing standards, and accordingly included such tests of the accounting records and 
such other auditing procedures as we considered necessary in the circumstances. 
In our opinion, the accompanying consolidated general balance sheet and 
related statements of income and surplus present fairly the financial position 
of the Allied Chemical & Dye Corp. and its subsidiary companies at December 
1, 1950, and the results of their operations for the calendar year, in conformity 
With generally accepted accounting principles applied on a basis consistent with 
that of the preceding year. 
McLareEN, Goope, West & Ca 
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OPERATING DIVISIONS AND PRINCIPAL Propucts, ALLIED CHEMICAL & DYE Corp 
THE BARRETT DIVISION 


Asphalt shingles and roofings, “Barrett specification” and other saturated 
felts, coal-tar and asphalt paints and cements, building insulation, “Tarvia’ 
and other bituminous road materials, coal-tar creosote and pitches, naphthalene 
phthalic anhydride and phthalate esters, synthetic and natural phenols, tar 
acids, resins, tar bases and niacin, benzol, toluol, and other light oil distillates, 
pipeline coatings, anhydrous ammonia in cylinders. Sales agent for byproducts 
of Semet-Solvay division and other coke producers, synthetic sulfate of ammonia, 
and nitrogen products of the Solvay Process division. 


GENERAL CHEMICAL DIVISION 


Commercial acids including sulfuric, muriatic, nitric, mixed, acetic, hydro 
fluoric and oxalic, C. P. acids, aluminum sulfate, ammonia, potash, chrome and 
other alums, sodium phosphates, pyrophosphate, polyphosphate, sodium silicate 
and metasilicate, other sodium compounds, fluorides, organic fluorine compounds, 
photographic chemicals including sodium hyposulfite, sodium sulfite and am- 
monium thiosulfate, boron triflucride and its complexes, aluminum nitrate 
sodium dismuthate, fluoborates and other fine chemicals, Baker & Adamson 
reagent and laboratory chemicals, weed killers, insecticides and fungicides in 
cluding arsenicals and organic compounds such as DDT and benzene hexachloride 

NATIONAL ANILINE DIVISION 

Dyestuffs, food colors, aniline oil, toxilic anhydride, phthalic anhydride and 
other intermediates, synthetic detergents, pharmaceuticals, antiskinning agents 
for paint. 

SEMET-SOLVAY DIVISION 
Coke and byproducts, coal, gas-producing apparatus, coke-oven construction 
THE SOLVAY PROCESS DIVISION 

Soda ash, caustic soda, sodium bicarbonate, chlorine and chlorinated benzen: 
products, calcium chloride, potassium carbonate, caustic potash, modified sodas, 
alkali cleansers and other detergents, sodium nitrite, ammonium chloride, meth 
anol, and formaldehyde—sold by Solvay sales division. Anhydrous ammonia, 
nitrogen solutions, “Arcadian” the American nitrate of soda, urea, liquid ani 
solid synthetic nitrogen fertilizers—sold by the Barrett division. 

PRINCIPAL INDUSTRIES SERVED 

Agricultural, air conditioning, aluminum, automobile, aviation, battery, carpet 
and rug, ceramic, chemical, dairy, electrical equipment, explosives, fertilizers, 
food and beverage, fuel, glass, insecticide, iron and steel, laundry, leather, meat 
packing, metal fabricating, mining and metallurgical, paint, pigment, perfume and 
cosmetic, petroleum, pharmaceutical, photographic, printing and publishing, pulp 
and paper, rayon, refrigeration, resin and plastic, road construction and main 
tenance, roofing and building, rubber, sewage treatment, soap and detergen! 
textile, transportation, water purification, wood preserving. 

Mr. Courrney. Put your initials below it, so we will know. An< 
exhibit 3, then, will be this study which you are about to discuss. 

Mr. Cuiirrorp. And exhibit 3 will be the memorandum on the anti 
trust question submitted by Allied to the Army. I shall mark it 
“Allied Exhibit 3.” 

I might state for the purpose of the record that exhibit 2, the fina: 
cial statement, is incorporated in and a part of the antitrust state 
ment. So exhibits 2 and 3 are clipped together. 

Phe statement which we submitted to the Army shows that there 
has been a tremendous growth in the synthetic nitrogen industry since 
1939. The figures submitted indicate that in 1939 there were only six 
companies engaged in the manufacture of synthetic nitrogen. Today. 
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1951, there are 14 companies engaged in the manufacture of synthetic 
nitrogen, and present permits and certificates of necessity which have 
alree dy been issued show that by 1954 there will be 21 companies en- 
waged in the manufacture of synthetic nitrogen. 

So that whereas in 1939 Allied was 1 of 6 companies, it is now 1 
of 14 companies, and in 1954 it will be 1 of 21 companies engaged in 
this same field. 

Somewhat the same situation exists with reference to capacities and 
percentages of capacity. In 1939 Allied could obviously have been 
considered 2 dominant factor in the field, for in 1939 Allied Chemical 
had 583 percent of the capacity of the synthetic nitrogen industry. 
That has steadily declined, however, since 1939 until today Allied has 
only 26 percent of the capacity. So in the last 12 years Allied has 
gone from 53 percent of capacity down to 26 percent of capacity. 

Mr. CLementre. Would you give the capacity now / 

Mr. Currrorp. Sir? 

Mr. CLemente. Would you give the capacity for those 2 years 
you mentioned ¢ 

Mr. Currrorp. In tonnages? Can you pick that out for me, Dr. 
Fogler? In 1939, the total industry production was 352,410 tons. 

Dr. Foerer. That is capacity. 

Mr. Currrorp. That is capacity, and of that Allied had capacity of 
189,000 tons. Today, or July of 1951, total capacity, has grown in 
the country to 1,566,000 tons and Allied’s part of that is 410,000 tons. 

Mr. Courrney. They have —* about 18 percent, is that right? 

Mr. Cuirrorp. Well, our figures showed that they had dropped 
from 53 to 26 percent. 

Mr. Courtney. Twenty-six percent. 

Dr. Foeier. That is right. 

Mr. Currrorp. Now 

Mr. Courtney. Now, counsel, where is this potential, this produc- 
tion located geographically in the country? Have you considered 
that? 

Mr. Cuirrorp. Of the other companies ? 

Mr. Courrnery. Yes. 

Mr. Crirrorp. Well, we include in our exhibit a list of all the other 
companies now engaged in this same business. 

Mr. Courtney. With their location ? 

Dr. Focier. With their location. 

Mr. Currrorp. That is right. We include the names of the com- 
panies, the locations of the companies, their tonnage and their per- 
centage of the over-all tonnage. 

Mr. Courtney. Excuse me; I didn’t realize that was in the exhibit 
which I have = seen yet. 

Mr. CLemente. You talk about this capacity of 1,566,000 tons. Of 
what, sir? 

Dr. Footer. Nitrogen. 

Mr. Ciirrorp. Nitrogen. 

Mr. Cremente. Now, if you get the lease to the Morgantown plant, 
how much would be the c: apacity of that plant ? 

Mr. Crirrorp. The percentage figures, if that is what you are 

nterested in 

Mr. Ciemente. Both the figures and the percentage. 
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Mr. Cutrrorp. All right. The acquisition of Morgantown woul( 
raise our present 26 percent to 33 percent. It is estimated that the 
capacity of Morgantown is 118,000 tons. Now, if you add that to the 
410,000, which is our present production, you get 616—— 

Dr. Foaier. No. 

Mr. Courrnry. You get 528,000. 

Mr. Ciirrorp. You get 410 plus 118, 

Mr. Courrney. Don’t you have to add it in both columns? 

Dr. Focier. Five hundred and twenty-eight thousand. 

Mr. Cuirrorp. You get. 528. 

Mr. Courrnry. Don’t you have to add it in both columns? 

Dr. Footer. Yes; we have added it in both columns. 

Mr. Courrney. In both columns? 

Dr. Foaiter. Yes; to get the percentage. 

Mr. Courrney. And the percentage becomes 33 as against 26? 

Dr. Foaier. It becomes 33 as against 26. 

Mr. Citrrorp. As against 26. 

An interesting point in this regard that is touched upon in the 
memorandum: Allied Chemical acquired the South Point, Ohio, plant 
in 1946—acquired it from the Government by outright purchase 
whereas this is now only alease. At that time the acquisition of South 
Point in 1946 gave Allied 36 percent of the capacity in the United 
States. That acquisition was approved by governmental agencies, 
particularly the Justice Department. 

Mr. Courtney. Under what circumstances, Counsel? Was that 
the sale of surplus? 

Mr. Currrorp. Yes. 

Mr. Courrney. To Allied? 

Mr. Currrorp. To Allied. 

Mr. Courrnry. Under the Surplus Property Act? 

Mr. Cutrrorp. This acquisition gave Allied 36 percent of capacity. 
but it was at that time approved. 

Now, from 1946, when we had 36 percent after acquisition of South 
Point to 1951, 5 years later, we decreased to 26 percent. We had not 
cut our production, but the industry had been growing so tremendous 
ly all over the country that in those 5 years, even after we acquired 
that Government plant, our percentage fell from 36 percent of total 
capacity to 26 percent of the total capacity, which shows the trend 
of the industry. 

Now we went on in our memorandum and projected figures for the 
benefit of the Army to 1954, which we can do because we can find out 
what plants are now under construction, what companies have re- 
ceived certificates of necessity 

Mr. Ciemente. That is your basis? 

Mr. Crurrrorp. Sir? 

Mr. Ciemente. Your basis is what companies have received certili 
sates of necessity. You couldn’t start constructing unless you got 
the certificate. 

Mr. Courtney. You are talking about amortization certificates 
You are not talking about priorities for material, are you? 

Mr. Currrorp. Well, I don’t know that they are confined only—— 

Mr. Courtney. In other words, companies could build without 
certificate of necessity. 
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Mr. Cuirrorp. Without a certificate of necessity they could build. 
But we have taken into consideration those that are in the process of 
being built and those also for which certificates of necessity have been 
issued. 

Mr. Cements. What connection is the certificate of necessity, then? 
Supposing it is denied and they are building the building ? 

Mr. Cuirrorp. If they had already started, then I would doubt 
that they would have much opportunity perhaps to get a certificate 
of necessity. 

Mr. Ciemenve. That is right. 

Mr. Currrorp. I think its main effect would be upon their tax posi- 
tion rather than upon their actual permission to build. But by 
analyzing the capacity that will be in effect in 1954 when the present 
) slants are completed that are now being built, Allied, even with Mor- 
vantown will fall to 24 percent of the national capacity. We felt that 
it was a point of substantial interest to the gentlemen who have the 


decisions to make. So that whereas now we have 26, we would go to 


33 percent with Morgantown and in 3 years we would fall to 24 
percent. ‘These other ‘plants will all come into operation, 

Mr. Courtney. Now on what page of that brief of yours which is 
your summary of exhibit 3 does that appear, so we can make ready 
reference to it? 

Mr. Cuiirrorp. The narrative account of it that will have a bearing 
on that you will find on page 7. Now there is a table on page 3. The 
table gives a quick view of it. Page 7 will give an additional narra- 
tive statement. 

Mr. Ctementr. At Morgantown you say the capacity will be 118,000 
tons ¢ 

Dr. Focier. That is what it would be with the production pattern 
that we proposed for Morgantown. 

Mr. Ciemente. I thought I heard you previously mention you were 
going to produce 144,000, 

Dr. Focier. That is tons of ammonia. This is 118 tons of nitrogen. 

Mr. Cremente. Oh. In addition to the ammonia / 

Dr. Foater. No, no. That is the amount of nitrogen contained in 
the ammonia. 

Mr. CLemente. That is what Imean. What would you do with the 
residue / 

Dr. Focirr. Well 

Mr. Ciemenvte. Is it of any use? 

Dr. Focier. No. It is just part of it, you see. It is part of it. 

Mr. Cuirrorp. Is there any use for the residue, the difference be- 
tween 118 and 144? 

Dr. Focirr. Because there is no residue. 

In considering product on the basis of nitrogen content there are 
a number of products that contain varying amounts of nitrogen. 
For example, ammonia contains 82.3 percent nitrogen. Nitrate of 
soda contains about 1614 percent of nitrogen. So for statistical 
purposes, the tonnages are expressed in terms of nitrogen that they 
contain rather than tonnages of the products. That is why we term 
this nitrogen rather than ammonia. 

Mr. Ciemente. In this 144,000 tons of ammonia, is there any inert 
matter in that? 
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Dr. Foaier. No; it is all ammonia. 

Mr. Ciemente. That is all I wanted. 

Dr. Footer. It is all ammonia. 

Mr. Currrorp. I commented up to this time from the memo on the 
nitrogen situation. 

Dr. Focier. Excuse me. You didn’t give us the figure. You gave 
us 24 percent in 1954, which would be what total capacity or of what 
total capacity ¢ 

Mr. Currrorp. That would be 24 percent of the total capacity in 
the country that Allied would have in 1954. 

Mr. Cremente. Well, do you have the contemplated capacity in 
case all these other outfits are constructed ¢ 

Mr. Currrorp. When all the other plants are completed that we 
have referred to, the national capacity would be 2,370,500. 

Mr. Courrney. Tons? 

Mr. Cutrrorp. Tons. 

Dr. Foaier. Nitrogen. 

Mr. Currrorp. Of nitrogen, and of that in 1954 Allied would have 
24 percent. 

Dr. Foeter. With Morgantown. 

Mr. Cuirrorp. That is right; with Morgantown. 

One brief comment. So far we have been discussing nitrogen. 
Methanol has also been mentioned in the hearings. The methanol 
figures show that in 1949 Allied produced 5 percent of the methanol 
in the country. In 1950 Allied produced but 7 percent of the methano! 
in the country. It is estimated that if Allied were to have the Mor- 
gantown plant, it would bring its total up only to 12 percent of the 
methanol production. 

Mr. Courrnry. Now, Counsel, that 12 percent, then, is 12 percent 
of the projected requirements of existing plants and plants in opera- 
tion—or plants under construction or to be under construction within 
that period; is that correct ? 

Mr. Currrorp. No. The 12 percent figure would mean the per- 
centage—— 

Dr. Foaurr. As of today. 

Mr. Crirrorp. Yes, as of today. The production of methanol as of 
today. We did not project the figure into 1954 because it was so small. 
That is as of today. 

That constitutes the evidence and the facts that Allied Chemical has 
desired to present to this committee. 

Mr. Ciemente. Now, Doctor, before you retire, would you tell us 
in what form or manner you were informed by the Department of 
the Army that your bid had been rejected ? 

Dr. Foeier. It was a letter from the Army returning our check 
saying the bid had been rejected and thanking us for our bid. 

Mr. Ciemente. I suggest that for the record you submit a photo- 
static copy of such letter and describe that as exhibit 

Mr. Courtney. Exhibit 4. 

Mr. Ciemente. Exhibit No. 4. 

Mr. Currrorp. No. 4. 

(The document referred to was marked for identification as “Ex- 
hibit No. 4.”) 
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ExuIsit No. 4 
Corps oF ENGINEERS, UNITED STATES ARMY, 
OFFICE OF THE DISTRICT ENGINEER, 
LOUISVILLE DistTRICT, 
Louisville, Ky., September 7, 1951. 
ALLIED CHEMICAL & DYE Corp., 
61 Broadway, New York, N. Y. 
(Attention: Mr. Francis A. McAdoo.) 

GENTLEMEN: The proposal submitted by you for the leasing of the Morgan- 
town Ordnance Works, West Virginia, pursuant to invitation No. Eng—15-029- 
eng—)1—52 is hereby rejected pursuant to instructions received from the Office, 
Chief of Engineers, Washington, D. C. 

Action is being taken with the Finance Office, United States Army, Jefferson- 
ville, Ind., for the return of the $62,500 deposit submitted with your proposal. 

Your cooperation in the submission of the proposal and the courtesy of your 
representatives extended to this office in all matters pertaining to this transac- 
tion is Sincerely appreciated. 

Very truly yours, 
C, Brpcoop, 
Licutenant Colonel, Corps of Engineers, 
District Engineer. 

Dr. Focirr. That was the formal—the letter was the formal re- 
jection of our bid. Mr. Alexander advised us that our bid had been 
rejected before we actually received the formal rejection and return 
of our check from the Corps of Engineers. 

Mr. CLemente. Now, was that the first bid also when they were 
all thrown out? That was the first go-around ? 

Dr. Focrer. Yes, we got a check back the first time. 

Mr. Cirementr. Did you get a letter? 

Dr. Focier. Yes, I guess we did. 

Mr. Ciemente. In other words, it was the same procedure, yes. 
We got a letter the first time also. 

Mr. Courrnry. Did you have a representative present at the open- 
ing in Louisville? 

Dr. Focier. Yes; as a matter of fact we sent a representative down 
with our bid to be sure it would get in there and handed our bid in 
a few minutes before the time the bid was set for opening on both 
occasions. 

Mr. Currrorp. The letter you referred to, Mr. Clemente, is in New 
York, and we will have a copy made of it and produce it to the 
committee. 

Mr. Courtney. That will appear in the record, then, at this point 
as exhibit 4. 

Mr. Ciemente. I would appreciate it if that copy would be in the 
form of a photostat. 

Mr. Cuirrorp. All right. 

(The document above referred to was marked “Exhibit No, 4” for 
identification. ) 

Mr. Ciemente. Is that all, Doctor? 

Dr. Footer. That is all. 

Mr. Ciemente. Is there anything else you would like to add? 

Mr. Crrrrorp. No; that is the conclusion of our presentation. 

Mr. Courtney. The question is whether or not, Doctor, whether 
your company was advised whether orally by letter, and if orally by 
whom, of any reason for the rejection of your second bid when your 
$62,500 check was returned. 

Dr. Foerer. Mr. Alexander, so I am advised, called us and told us 
that he had a letter from the Department of Justice and the Federal 
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Trade Commission which he was not yet able to understand and that, 
as soon as he could come to a conclusion as to what these letters meant, 
why, then he would advise us of the situation. It was then that he 
called us and told us that on the basis of these letters that our bid 
was being rejected. 

Mr. Courtney. And it was following the receipt of these letters of 
which you speak that you prepared and submitted to the Army 
exhibit 3? 

Dr. Focter. No. We prepared—first there was a letter from the 
Department of Justice to Mr. Alexander concerning the leasing of the 
plant to us—that is, Allied—and to duPont and to United Distillers: 
and we felt that, since they had approved our purchase of the South 
Point plant when our percentage of participation was higher than it 
would have been had we been leased the Morgantown plant, that prob- 
ably there was some misunderstanding of the figures. 

So we supplied Mr. Alexander, then, with this exhibit that Mr. 
Clifford mentions 

Mr. Courrney. That is, exhibit 3. 

Dr. Footer. That is right. And Mr. Alexander referred this 
exhibit to the War Department or to the Justice Department and 
asked them if they cared to review the situation and change their 
opinion in the matter after the examination of these exhibits. 

Mr. Courtney. Did you hear anything further from that exchange / 

Dr. Focier. There was another letter which confirmed the first 
letter. 

Mr. Ciementr. Well now, in those letters that you refer to, was 
there any notation or any notice to you in those letters of the reason 
for the rejection of your bid? 

Mr. Courtnry. Do you have the letters? 

Dr. Focter. No. There was nothing in the letter. We just knew— 
as far as I am advised there was nothing in the letter. We just knew 
what our difficulties were. 

Mr. Courrney. Well—off the record. 

(Discussion off the record.) 

Mr. Cuiirrorp. As I understand it, you are talking about letters 
from the Secretary of Army to Allied Chemical ? 

Mr. CLemente. That is right. 

Mr. Currrorp. We do not have them. They are in New York. 

Mr. Courtney. Your official exchange with the Department of the 
Army after the rejection of the bid on your presentation. 

Mr. Cremente. May I suggest, then, Mr. Clifford, that you photo- 
stat all the communications you received from the Army in connection 
with this second bid. 

Mr. Cutrrorp. Yes. 

Mr. Courtney. And they will be interpolated at this point in the 
record. 











(Nore.—All letters referred to are contained in exhibits 3 and 4.) 


Mr. Cuirrrorp. In the exhibit that we are submitting—that is, ex- 
hibit 3—we do have for your information a copy of the letter from 
Justice to the Army commenting on the antitrust features of the case 
and also the letter from the Federal Trade Commission to the Army. 
So that you can understand clearly what their reasoning is and will 
have the benefit of those letters. 
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Mr. Courtney. Were those officially transmitted to you by your 
company, by the Secretary of the Army, or from what source were 
they derived ? 

Mr. Cutrrorp. I believe we received copies of them. 

Mr. Courrnry. From? 

Mr. Cuirrorp. At some stage of the proceeding we receive copies. 

Mr. CLemente. Now, is that subsequent to this brief you prepared 
or prior ¢ 

Mr. Cutrrorp. Yes. Both of the letters that I refer to, one from 
Justice and from Federal Trade, are subsequent to the exhibit 3 that 
we submitted to the Army. 

Mr. Ciemente. Then might I also suggest that exhibit No. 4 will 
include all the letters you received from the Army on the rejection of 
the bid. 

Mr. Currrorp. All right. 

Dr. Footer. All right. 

Mr. CLemente. Anything else, Doctor? Mr. Clifford? 

Mr. Currrorp. No; that is our case. 

Mr. Kuagsprunn. Mr. Chairman, I am counsel for Mathieson Chem- 
ical Corp. and as such am familiar with the lease terms. There were 
certain remarks in the course of Mr. Fogler’s testimony that is not 
entirely consistent with those terms as negotiated with respect to 
rentals and rehabilitation. I believe that the record would benefit 
if I were sworn and had an opportunity to clarify. 

Mr. Ciemente. We will afford you an opportunity later this after- 
noon. We will now recess 

Mr. Courtney. Mr. Chairman, may I suggest that we have a definite 
commitment to the Department of Agriculture for 1:30. Their 
presentation will not take very long. But theh we would like to 
resume on this note. 

Mr. CLtemente. All right; we will take a recess until 1:30, gentle- 
men. Thank you. 

(Whereupon, at 12:07 p. m., the subcommittee recessed, to recon- 
vene at 1:30 p.m. the same day.) 





AFTER RECESS 


Mr. Ciemente. Mr. Porter, of the Agriculture Department. Is 
there anybody else here from the Agriculture Department, Mr. 
Porter? 

Mr. Porrer. I am the only one. 

Mr. Courtney. Be sworn, Mr. Porter. 

Mr. Ciemente. Will you stand up, sir? Raise your right hand. 
Do you solemnly swear the evidence you are about to give on the 
matter in consideration before the committee will be the truth, the 
whole truth, and nothing but the truth? 

Mr. Porrer. I do. 

Mr. CLEMENTE. Be seated. 

Give your full name and position held with the Department. 

Mr. Porrer. My name is L. G. Porter. I am chief of the fertilizer 
staff in the Office of Materials and Facilities, Production and Market- 
ing Administration, Department of Agriculture. 

Mr. Cremenre. Are you here speaking for the Department of 
Agriculture ? 
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Mr. Porrer. I am here on behalf of the Department; yes. I haven't 
had an opportunity to confer with the Secretary. 

Mr. Courtney. Well, have you been instructed by your superiors 
to present the position of your Department to the committee, so that 
we may understand whether your statement here is an official state- 
ment or not? That is the issue. 

Mr. Porrer. I have been authorized by the Under Secretary to 
appear on behalf of the Department of Agriculture. 

Mr. Courrney. Very good. 

Mr. CLemente. Would you give the Under Secretary’s name please / 

Mr. Porter. Clarence J. McCormick. 

Mr. Courtney. Now, Mr. Porter, with reference of the proposal ot 
the Army to lease the Morgantown Ordnance Works and the lette: 
of the Secretary of Agriculture dated October 19, 1951, with which 
you are familiar, do you have a further statement to make to the com 
mittee with reference to the position of the Department of Agri 
culture with respect to this plant and the product which can be pro 
duced in it ¢ 

Mr. Porter. I have this further information to offer. 

Mr. Ciemente. Just a minute, Mr. Porter. Do you recognize thai 
letter ? 

Mr. Porter. Yes, sir. 

Mr. CLEMENTE. Does it come from the Secretary 
Mr. Porrer. I have a copy of it and I recognize the signature which 
W. A. Minor, assistant to the Secretary. 

Mr. Ciemente. We will offer that as exhibit No. 1 for the Depart 

ment of Agriculture. 

(The document referred to was marked “Department of Agriculture 
Exhibit No. 1” and is as follows:) 
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AGRICULTURE Exnuipit No. 1 


DEPARTMENT OF AGRICULTURE, 
OFFICE OF THE SECRETARY, 
Washington, October 19, 1951. 


Hon. CARL VINSON, 
Chairman, Armed Services Committee, 
House of Representatives. 

Dear Mr. VINSON: It is my understanding that your committee has under con 
sideration the proposed lease by the Army of the Morgantown Ordnance Works 
to the Mathieson Chemical Co. 

This Department has been working for more than a year to get the Mongan 
town ammonia plant in operation in order to provide a part of the materia 
shortage in nitrogen for fertilizer. This is the only plant which could produce 
nitrogen which is not now producing. Our deficit this year is estimated as 
500,000 tons of nitrogen for fertilizer. The Morgantown plant in full operatio: 
could supply some 180,000 tons of nitrogen, which would help a great deal in meet 
ing the growing deficit. 

We have not analyzed the proposed lease nor any other proposals for operat- 
ing the plant, since the selection of a lessee does not come within the respon 
sibility of this Department. We have no reason to favor one lessee as compare: 
to any other. We are, however, greatly concerned that the plant get into pro 
duction at the earliest possible moment. A delay of even 2 or 3 months at this 
stage would eliminate the possibility of the plant making any material con- 
tribution to the fertilizer supply for the 1952 crop. For this reason I sincerels 
hope that you will be able to take action which will enable the activation of the 
plant to continue without interruption. 

Yours truly, W. A. MINOr, 
Assistant to the Secretary 
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Mr. Porrrer. The supplemental information I would like to offer is 
to this effect. The letter which has been presented as exhibit No. 1 
indicates a deficit of 500,000 tons of nitrogen for fertilizer purposes as 
of right now. 

We have further gone on record that to meet the needs of our ex- 
panding population a minimum of 100,000 tons of additional nitrogen 
be needed each year into the future. 

Mr. Cremente. What do you base that on sir? 

Mr. Porrer. Those are based on calculations very carefully deter- 
mined by the Department of Agriculture within the last 2 months in 
developing the nitrogen requirement for fertilizers to provide farm 
and fiber for our annual growth in population and that alone. ‘That 
is over and above the present deficit of 500,000 tons which represents 
needs to get our Federal grain bank back where it should be. 

Mr. Cremente. Then would that change your figure of 100,000 tons 
to some other figure in order to get the bank of 500,000 ¢ 

Mr. Porrer. No. Let me, if 1 may, explain further. 

Mr. CLemente. Yes. 

Mr. Porrer. Immediate need for 500,000 tons; at least 100,000 tons 
additional into the future. 

Mr. Courtney. Then that would be 600,000. 

Mr. Porter. I was leading up to this, sir, that. if we accurately 
appraise the time it takes to get a program of this kind under way— 
that is, from the inception of the idea, the completion of the plans, and 
making the arrangements to start the construction—we have a lag of 
at least 2 years. Even if we get going right now with 500,000—— 

Mr. CLtemMentr. It means you start from scratch / 

Mr. Porter. By the time we get some of new production percolating 
we will be up to at least a 700,000-ton added requirement or new 
capacity needed. 

Mr. Courrney. Let me see if LT understand you. At the present time 
in the present state of production of the industry there is a shortage 
of 500,000 2 

Mr. Porter. Let’s put it this way. As of the testimony given in 
February by a representative of the Department of Agriculture, it was 
indicated an immediate need for 500,000 tons of new capacity. 

Mr. Courtney. Of new capacity ¢ 

Mr. Porrrr. New capacity, and that is over and above Morgantown, 
plus 100,000 tons annually thereafter into the future to meet or to 
grow the food and fiber needed by our normal increase in population. 

Mr. Courrnry. Do you have a prepared statement, Mr. Porter / 

Mr. Porrer. I am reading some extracts from a statement that was 
made this morning before a committee in NPA on the total require- 
ment. 

Mr. Cuemente. Would you like to read that statement. Mr. Porter? 

Mr. Porrer. If you will permit, starting with the 500,000 tons that 
| mentioned and the additional 100,000 per year—— 

It takes around 2 vears to build a nitrogen fixation plant, but more 
nearly 4+ years will elapse between the announcement of a program 
ind the result and the benefits in terms of food production. 

We get another year lag there. 

Examination of the current status of the present DPA-NPA nitro- 
ven expansion program will make this clear. 
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Last June, that is June of this year—and this is an outgrowth of 
the testimony that was given in February—last June a program for 
nitrogen expansion of some 600,000 tons was approved by DPA and 
NPA. At that time there was sufficient types amortization certificates 
on hand to take care of DPA’s program. By the end of the fourth 
quarter of 1951 construction will have started on the plant with a 
combined capacity of something like 300,000 tons. In the first quarter 
of 1952 construction is expected to start on another 128,000 tons. It is 
possible that the remainder of the construction will begin the second 
quarter of 1952. If such is the case and if construction proceeds on 
schedule, a number of new plants will be completed at the end of 1953 
and some portion of the output will be available for the crop year 
1954. The full effect of the program, however, will not be felt in agri 
cultural production until the crop vear 1954-55. 

We have summarized our future requirements in this manner. 
These estimates we believe are conservative. Agriculture’s need for 
nitrogen in 1953, 1,950,000 tons. And in 1955, 2,150,000 tons. 

The reasons for those statements are with respect to Morgantown 
Works to urge that facility be put into operation at the earliest pos- 
sible time because of the total program—the total addition that we 
expect to our fertilizer nitrogen supply for the next crop year. A 
good part of it will depend on the output of the Morgantown plant. 

Mr. Ciemente. Excuse me. When Morgantown is in operation, no 
matter who operates it, and they produce the nitrogen, is it—— 

Mr. Porrrer. Well 

Mr. CLementer. Just a minute, I haven’t finished. Is the nitrogen 
that comes out of Morgantown in the status when they finish the 
operation there—can it be used in that form for fertilizer or is some 
other process necessary 4 

Mr. Porter. The Morgantown plant has no converting facilities. 
The output can be ammonia, synthetic ammonia, or it can be methanol 
or a combination of the two. Ammonia as such can be used for direct 
application to crops. 

Mr. Porrer. About 10 per cent of our total supply of nitrogen is 
used in that manner, of synthetic nitrogen. It can be used as a com- 
pound to process with superphosphate to form ammoniated super- 
phosphate. It can be fixed by so doing. 

Usually in the fertilizer business so-called solid forms of nitrogen 
are preferred, and things such as ammonium sulfate, ammonium 
nitrate, ammonium phosphate, or even sodium nitrate. When the 
Morgantown plant was operated for fertilizer during the oversea 
program, a good portion of the ammonia was fixed as ammonium 
sulfate. 

Mr. CLemente. Which is the best grade of fertilizer ? 

Mr. Porrer. It is a readily storable grade, sir. A readily storable 
and readily shipped, and doesn’ t require the pressure tank cars needed 
in moving anhydrous ammonia. 

Mr. CLEMENTE. Well, now, I imagine of no concern to the Depart- 
ment is to whom this Morg rantown plant j is leased ? 

Mr. Porrer. In answer to that question, let me refer to exhibit 
No. 1, in which the statement is made th: 

We have not analyzed the proposed lease nor any other proposals for operating 
the plant, since the selection of a lessee does not come within the responsibility 
of this Department. We have no reason to favor one lessee as compared to 
another. 
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Then the statement is made that we would like to see it operated as 
soon as possible. 

Mr: Cremente. Then, your only concern is that this plant get in 
operation. That is all you are worried about ? 

Mr. Porrer. And as that is possible and as evidence of that I would 
like to make this brief statement that the Department of Agriculture, 
realizing that there are legal complications, and others, did at one 
time in an endeavor to get Morgantown moving—— 

Mr. CLtementr. Advertised—— 

Mr. Porter. No; agreed to take the output. 

Mr. Ctementr. Oh, I see. When was that ? 

Mr. Porter. That was discussed along in the fall of 1950. 

Mr. Courrney. How long has the Department of Agriculture been 
pressing for the lease or the utilization of the Morgantown Ordnance 
Works for a supply of fertilizer? 

Mr. Porrer. According to our files, probably the first formal request 
was ina letter dated September 22, 1950. 

Mr. Ctemente. You have such a letter? 

Mr. Porrer. I have such a letter. 

Mr. Ciemente. Do you wish to offer it in evidence ? 

Mr. Porrer. There were a number of communications of that na- 
ture. Would you prefer me to—— 

Mr. CieMente. Mr. Porter, who was the letter addressed to? 

Mr. Porter. The letter was addressed to the Honorable Secretary of 
Defense. The date was September 22. 

Mr. Courtney. 1950? 

Mr. Porrer. And it was signed by Charles F. Brannan, Secretary. 
This is a conformed signature copy. I think if it meets with your 
approval, it might be well, if you want it for the record, to have an 
attested copy presented. 

Mr. CiemMente. Will you do that? 

Mr. Porter. We will arrange to do that. 

Mr. Ctemente. We suggest that you endorse it when you forward 
as the Department of Agriculture’s exhibit No. 2. 

Mr. Porreg. Exhibit No. 2. 

(The document referred to was marked “Department of Agricul- 
ture Exhibit No. 2,” and is as follows:) 


AGRICULTURE EXHIBIT 2 


The honorable the SECRETARY OF DEFENSE. 

Dear Mr. Secretary: Several of our people have been studying the problem 
of fertilizer supplies in the national defense effort—particularly requirements 
for nitrogenous materials. It is clear from these appraisals that the present 
fixed nitrogen capacity in the United States is not adequate to meet essential 
agricultural and industrial needs and provide reasonable reserve capacity for 
other purposes. 

I am deeply concerned regarding this outlook, and feel that officials of this 
Department—as well as others—would be remiss in their responsibilities to the 
public if constructive steps are not taken promptly to prevent acute shortages 
of nitrogenous fertilizer arising at a later date. It is my considered opinion 
that arrangements should be made to utilize fully all of the installed synthetic 
uiumonia capacity in the country. 

As one means toward such objective this Department is preparing to explore 
with the fertilizer industry within the near future possible plans under which 
plants would be run at capacity levels and any surplus output of storage nitrog- 
enous fertilizers over and above quantities which can be currently disposed of 
placed in reserve storage. Recent international developments would justify that 
still other action be taken—in this instance with respect to the ammonia plant 
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at Morgantown Ordnance Works. I appreciate the fact that this plant ceased 
active operations only a few months ago. I am also aware that in reopening 
the plant difficulties might arise with respect to coke supplies, and that it may 
be necessary to consider installation of powdered coal gasification units or adopt 
other measures to obtain the necessary synthesis gas. 

Nevertheless, the gravity of the situation which may confront us, and the 
absolute need to make adequate provision for fertilizer nitrogen, prompts mie 
to urge that the Morgantown ammonia plant be reactivated without delay. If 
the Department of Defense cannot immediately utilize the ammonia output of 
this plant as the basis of a munitions stockpile, the Department of Agriculture 
is ready to work with you in developing plans to convert any available surplus 
tonnage to solid fertilizers to be placed in reserve storage. 

Depending upon developments, two objectives might be served by such a pro- 
gram. Should a sudden and heavy upsurge in military demands for ammonia 
oceur at some future time, and thus present a threat to the supply of nitrogen 
compounds required by agriculture if expected crop production goals are to be 
met, or should the Morgantown facilities be required for methanol or other 
purposes, the proposed reserve would tend to cushion the shock until remedii! 
steps could be taken. On the other hand, the availability of a store of finished 
nitrogenous fertilizer could conceivably be most useful if needed in rehabilitation 
of liberated war-torn areas where this country would quite likely have a majv. 
responsibility. : 

I would appreciate receiving an expression of your views at an early date. 

Sincerely yours, 
CHARLES F’, BRANNAN, Secretary. 

Mr. Porrer. You are perfectly welcome to this copy. 

Mr. Ciemente. All right, I think that is sufficient, if you care to 
submit it. 

Mr. Courtney. If that is an official copy of the document about 
which you have testified and you certify so to the committee, I would 
suggest, Mr. Chairman, it be interpolated in the record as Department 
of Agriculture Exhibit No. 2. 

Mr. Porter. You want me to make a notation—— 

Mr. Ciemente. Just put “I believe this is a true copy of the orig- 
inal” and sign it. I think that is enough. 

Mr. Courrney. Mr. Porter, one question. I noticed you have 
made reference in your compilation of the projected development 
of nitrogen sources to a number of projects which you said had NP.\ 
approval. 

Mr. Porrer. That is correct, sir. 

Mr. Courtney. Did the Department of Agriculture certify to the 
National Production Administration that these plants and thei 
products were desirable or necessary in connection with the fertilizer 
program ? 

Mr. Porter. If you will permit me, let me answer in this manner. 
The legal responsibility for approval of projects involving chemici! 
construction rests with NPA. 

Mr. Courrney. I understand. 

Mr. Porter. Now, the Department of Agriculture has been working 
on this fixed nitrogen expansion program for a matter of long months. 
We have taken a very aggressive position in connection with this pro- 
gram and have made recommendations—we do not have the authority 
to certify, but we have made recommendations—— 


Mr. Courtney. We understand that. I wondered whether the 
certificates were issued with the consent of the Department of 
Agriculture. 


Mr. Porrer. In that connection I offer as exhibit No. 3 a statement 
of the Department having to do with the controlled materials needed 
for this program, in which we indicate not only the tonnage that was 
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made ‘available from certain agricultural allotments to get the thing 
going, but the requirements for the future quarters. This went over 
with t a request that the entire program be implemented on this basis. 

Mr. Ciementr. Well, thank you very much, Mr. Porter. Do you 
wish to submit that as an exhibit? 

Mr. Courtney. As exhibit 3. 

Mr. CLemMentE. Exhibit 3. 

Mr. Porter. If I may take the opportunity—this is off the record. 

Mr. Courrney. Off the record. 

(Discussion off the record. ) 

Mr. Courrney. Thank you, Mr. Porter. 

(The document above referred to was marked “Exhibit No. 3” and 
is as follows:) 


» 


AGRICULTURE ExHrIpitT No. 3 
OFFICE OF MATERIALS AND FACILITIES 
PRODUCTION AND MARKETING ADMINISTRATION 
FERTILIZER STAFF REPORT 


STATEMENT OF CMP MATERIALS REQUIREMENTS, FIRST AND SECOND QUARTERS OF 1952, 
FOR THE AMMONIA PLANT EXPANSION PROGRAM SPONSORED BY THE UNITED STATES 
DEPARTMENT OF AGRICULTURE AND THE CHEMICAL DIVISION OF THE NATIONAL 
PRODUCTION AUTHORITY 


The ammonia plant expansion program requirements of CMP materials for 
the first and second quarters of 1952 are broken down into three groups as 
follows: 


Group I.—Plants for which the Department of Agriculture made materials avail- 
able during the esas ease r, 1951 


| 
; Annual capac- 


sehen eae 

at HC} Plant |} ity tons of 
si } nitrogen 

1-787 | Shell Chemical Co., Dominguez, Calif. __. 

J-608 _.| Allied Chemical & Dye, Tromewel, VGe. <.-- 255... -... 

J-133 | Allied Chemical & Dye, South Point, Ohio. 

J-1470.....| Spencer Chemical Co., Vicksburg, Miss-- 

}-2511_ Commercial] Solvent Co., Sterlington, La 

J-3648a_...| Mathieson Chemical Co., Lake Charles, La 





Total annual tons. 254, 000 


J-3381 Mathieson Chemical Co., Lake Charles, La., facilities for the production of 75,000 tons of ammonium 
ehloride annually. 
The following are the CMP materials required to keep the construction of the 
group I oe ints on schedule in the first and second quarters of 1952: 


7 
. ia wes Total first 
CMP 4-C | fee whe First | Seeond ; ea 
m No, Material _ quarter quarter ‘oor 

10 ...-| Carbon steel.......... | Total tons 7, 695 5, 220 | 12, 915 
2 Bar-reinforcing __ _- | Tons 948 224 1,172 
| Other bar... -- : | do | 237 114 351 
l | Plate : } do | 2, 869 1, 495 4, 364 
14 ..| Structural shapes a do 1, 500 1, 356 2, 856 
17 | Other mill forms ___- | _do 2,141 2, 031 4,172 
“| | Alloy steel, except stainless do 61 : 61 
f | Stainless steel Pounds 94, 000 196, 800 290, 800 
af | Copper and copper- base alloys do 1, 000 7, 000 

.! Copper-wire mill products do 48, 650 134, 000 182, 650 
Of Copper and copper-wire base alloy do ‘ 

foundry maeeae and 1 powder. 
7 Aluminum..._..- _..do 171, 800 171, 800 


914238—51——13 
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Group II.—Plants for which NPA made materials available in the fourth quarte: 
of 1951 





| | Annual 
CMP 4-C No. | Plant | pacity, tons 
| of nitroge: 


J-17908 American Cyanamid, New Orleans, La._........--..-- ts ia 41, 10 
J-16247__- | Midland Ammonia Co., Midland, Mich Pee Pe ial Ia 4, WK 
J-2725 . | Hooker Electrochemical Co., Tacoma, Wash | 11, 50% 
J-16145. ._- : Hercules Powder Co., Pinole, Calif_.__- : Faese 1, 00) 
Total annual tons N___. pest Lee meses eter 58, 


The following are the CMP materials required to keep the construction of the 
group II plants progressing on schedule in the first and second quarters of 1952- 








Total first 





CMP 4-C st Thi First | Second : oe 
item No. Material | Unit quarter quarter | 204d secor 
quarters 
10_- Carbon steel Total tons 5, 065 | 7, 592. 5 
02 _ Bar reinforcing -- “ sia Tons 500 1, 164 
e:.: Other bars : do 250 275.0 
13. « ...| Steel plate iis eiva teem ae __do aa 800 | 1, 240.5 
14... Structural shapes : do.. | 2,010 | 2, 541 
17 ‘ | Other mill forms do é 1, 505 | 2, 371.1 
20. _....| Alloy steel, except stainless__.....___} eae | 6 | 115, 25 
30 | Stainless steel : _.| Pounds | 164, 000 165, 450. ( 
__ See | Copper and copper base alloy peas do | 126, 500 | 139, 150.0 
50_.........| Copper-wire mill products do Boe 200, 500 | 215, 350 
60_........| Copper and copper-base alloy found- |__.-.do__- eee Ae | 5,000 | 5, 000. 0 
| ry products. | j | | 
a | Algminum._............ ere ee. Peer wa eas 35, 000 | 35, 000. 0 
' 








Group III.—/?lants that have been approved and will be ready to start construc- 
tion during the first quarter of 1952 


. | Annual ca- 
TA No. Plant pacity tons 
of nitroge! 


9820 .--| Alamo Chemical Co. (Phillips Petroleum Co.) : 128, 3 

en Westvaco Division Food Machinery Corp., South Charleston, W. Va_.- 14, 400 

het .-. Diamond Alkali, Houston, Tex_- eae . ‘ 12,1 
OT I GN snk BOAT Ren nen doen ; 154, 800 





The following are the CMP materials required to start construction of the 
group III plants and keep them on schedule during the first and second quarters 
of 1952: 





| | 

CMP 4-C atari | Tri | First Second | Total first 
item No. Material Unit | quarter | quarter | = _ i 
ae | Carbon steel ae ‘ Total tons 3, 795 | 7,081 | 10, X7¢ 
= Bar-reinforcing ho. SS 183 | 254 | 
03... .-| Other bars_- ‘ Gp... | 410 | 1,013 | 1, 42 
ie Steel plate ; ie ee 2, 446 4,795 | 7, 241 
14__. | Structural shapes do__- | 686 999 | 1, 68 
17...------| Other mill forms do_. 70 | 20 | W) 
>... Alloy steel, except stainless do | 33 | 86 | ) 
ae Stainless steel . | Pounds ‘ 109, 600 | 297, 600 | 407, 200 
re Copper and copper-base alloy do_.. 2, 750 | 5, 000 7, 75 
rene Copper-wire mill products a |. 42, 560 | 96, 900 139. 4 
60.........; Copper and copper-base alloy |.....do__.__- fine SMe 1, 000 1, (0M 


foundry products. 
Aluminum do... 12, 000 39, 000 | 42, (0) 
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The following is a summary of the first and second quarter requirements for 
the three groups of plants listed above: 








| 
a 
"MP 4C : | =. ical ee qa | Total first 
oMP Matera | ume | Rist, | Second | tana 
oe | : } quarters 
| } 
ae | sd 
102 ..k2-..5) CARO Mbhel.. .-. 5.22... Nidan ain otter tO 6. | 17, 366 31. 383.5 
02....-----| Bar reinforcing : | ‘Tons : 795. ! 978 2 773.5 
PERE se ; El eS. | ; 1,377 2 (49.0 
1d. oonmns Steel plate_ . - asl aaia | 7, 090 12. 845.5 
Apne Ba Structural shapes. - do... f 3 4.365 7 082.5 
er .| Other mill forms. -- A es. eee re of 3 AG 6. 633.0 
has Alloy steel, except stainless_____- oe 203. 25 126 329. 25 
| ee | Stainless steel ...-| Pounds.......| 205,050 658, 400 863, 450.0 
ene | Copper and copper base alloys -. - a: |: | 16, 400 139, 200 155, 600. 0 
50___....-.| Copper-wire mill products. - - = Sage 106, 060 431, 400 537, 460. 0 
@iicrccc | Copper and copper base alloy found- |_....do_... Teas 6, 000 6, 000 
| ry products. | 

Lee Sa Aluminum _. a a | eee 12, 000 236, 800 248 800.0 


The second quarter requirement is not firm since some of the companies have 
not filed tinal papers and some new plants will likely be started in the second 
quarter. 

In addition to the plants shown in the three groups above there is a fourth 
group of plants that are in various stages of development and some of them will 
be ready to begin construction in the second and third quarters of 1952. 


Group IV. These plants are as follows 





} Proposed 
Number Company and location innual 
capacity 
| T/N 
TA-7846__- ..| Lion Oil Co., New Orleans, La___-- 86, 400 
TA-10170_- Woodward Iron, Woodward, Ala__- 34, 600 
J-11132 !____..._.| Atlantic Refining Co., Philadelphia, Pa 28, 800 
TA-7991__.......| Wyandotte Chemical Co,, Wyandotte, Mich_- , 15, 800 
LAC-375__......| National Chemical Co., Yazoo City, Miss__.- : é 34, 600 
LAC-~478_.......| Cooperative Farm Chemicals, Lawrence, Kans_.- 57, 600 
LAC-498__....._| Palacios Chemical Co., Palacios, Tex_...........-- Sore 52, 000 
Tater Gses Cr IN ooo teeth ned z ; 309, 800 


1 80 tons of carbon steel were made available by the Department of Agriculture Oct, 15, 1951, 


As soon as the engineering and development plans for these plants are com- 
pleted quantity requirements of CMP materials will be formulated in coopera- 
tion with the Chemical Division of NPA and proper requests made for future 
scheduled requirements. 

Prepared by James N. Lowe and Willard C. Cope in cooperation with NPA 
Chemical Division. 

Approved by L. G. Porter. 

October 22, 1951. 

Mr. Courrnrey. Now the next—anyone else desire to be heard? 
Allied has been heard. Is there anything further from Allied? 

Mr. oneareteing Anyone from the Mathieson Co. wish to be heard ¢ 

Mr. Courtney. Mr. Klagsbrunn. 

Mr. Ktacsprunn. We would be glad to testify now, or if Mr. Alex- 
ander’s schedule is such that he wants to testify now, I would be 
glad 

Mr. Courtney. Mr. Secretary. 

Mr. CLemENtE. Was he sworn before ? 

Mr. Courrnry. He was sworn before. 

Mr. CiementeE. Mr. Alexander, you were sworn before and are still 
under oath. 
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Mr. ALexanper. I am. 

Mr. Courrnry. Mr. Cary, are you going to make any statements? 

Mr. Cary. No; I am not. ? 

Mr. Ciemente. You haven’t been sworn? 

Mr. Cary. I have been sworn actually, but I am not planning to 
make any statements. : 

Mr. ALexAnper. You know Mr. Shackelford. 

Mr. Courrney. Mr. Secretary, you are familiar with the testimony 
before the committee, I take it, after your presentation of October 
20 and you desire to make a further and additional statement in re- 
spect to the Army’s position ? 

Secretary ALexanper. That is true, Mr. Courtney. I would like to 
make a statement on four subjects briefly and then ask that you ask 
any questions that you may have. 

Mr. Courrney. Very good. 

Secretary Anexanper. The first point to which I should like to 
refer is at the time that the representatives of the United Distillers 
were before the committee. Senator Lucas made a remark which 
could be interpreted as suggesting that he believed that there was 
some connection between an officer of the Mathieson Chemical and 
the Army or anybody employed by the Army in connection with this 
matter. 

I want to deny any such inference flatly and completely. 

Mr. CLtemente. You mean within your own personal knowledge? 

Secretary ALEXANDER. Within my own personal knowledge, ‘and I 
have made some inquiry among the people on whose advice I relied in 
this matter. 

Mr. CLemente. You want to take the onus of checking the veracity 
of all of the men under you ? 

Secretary ALEXANDER. No, sir, not all of them, but about the half 
dozen people on whom I have relied. And there was a question raised 
regarding who they were and I should like, if I may, to insert for 
the record the names of the people on whom I relied in making this 
decision. 

Mr. Ciemente. Include the names. 

Secretary ALEXANDER. I have them written out here and would be 
glad to give youthis. Mr. C. Tracy Barnes, Mr. Michael Kallette—— 

Mr. CLiemente. Excuse me for interrupting, but would you mind 
telling us what Mr. C. Tracy Barnes’ position is with relation to this? 

Secretary ALEXANDER. Mr. C. Tracy Barnes was a lawyer in Provi- 
dence, R. I., before he came down to be a special assistant in my office 
about a year and a quarter ago. Mr. Michael Kallette is a former 
vice president of James Stewart, contractors in New York City. He 
had retired from there prior to coming down to work as a special 
assistant in my office on real estate matters, construction matters, 
about a year ago. 

Mr. Clive Duval, also an attorney who works with Mr. Barnes in 
my office. And Lt. Col. Milbourne Webb, who has been familiar 
with the fertilizer program and the ordnance explosives program ever 
since I came here in August 1949. 

Mr. William L. Cary, right here, who I think is known to you 
already, an attorney. And in addition, Dr. Bengis, who is known to 
you, and Mr. Blaeuer, who is here present. 
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I am not sure whether he has testified before you before. Both of 
them are employed by the Department of the Army. And various 
officers have had to do with this, but with respect to the people I have 
just mentioned I have made inquiry as to whether any of them has 
any connection with the Mathieson Chemical Co. or any individual 
therein, and they have assured me they have not. 

Mr. CLeMentTr.. Now all these names you mentioned are still in the 
employ of the Department of the Army? 

Secretary ALEXANDER. They are. 

Mr. Courtney. Mr. Secretary, they are, then, the sum or the names 
of all of the individuals upon whose judgment or information you 
relied in forming the decision which resulted in the presentation of 
the Mathieson lease to this committee ? 

Secretary ALEXANDER. That is right, Mr. Courtney, those are the 
principal individuals. 

The second point which I have related to a question which has 
arisen regarding the form of the Mathieson offer and the question 
whether Mathieson is clearly bearing the cost of rehabilitation or 
reactivation. And I should like, if I may, to explain my under- 
standing of the lease, a copy of which is filed with you. 

Mr, Courrney. Mr. Secretary, I am not sure that the lease was 
offered. 

Secretary ALEXANDER. I should say, proposed lease. 

Mr. Courtney. Proposed lease, I am sorry. 

Mr. CLeMentTe. I suggest you offer it in evidence. 

Mr. Courtney. Was offered as a part of the record, but I think it 
would be an appropriate place to insert it at this time as a part of your 
testimony. 

Mr. CLemMente. Wait a minute. Have you any other exhibits? 

Mr. Cary. We will have several other exhibits today, Mr. Clemente. 

Mr. Ciemente. No. Have you already introduced any other ex- 
hibits prior to today ? 

Mr. Cary. Yes, we have, but the number of them I do not know. 

Mr. Ctemente. Mark it in evidence as an exhibit of the Department 
of the Army and insert the number in its proper place. 

Secretary ALEXANDER. My understanding of the effects of this lease, 
Mr. Chairman, are that the operating income of this plan has deducted 
from it the operating expenses plus the regular rental due on account 
of either minimum rental or royalty rental and that what is left over 
is called special rental. That special rental is then paid back to 
Mathieson until it has equaled an amount equal to the reactivation or 
rehabilitation cost. But the regular rental, the first item fo which 
I referred, is the item which has been used throughout here, on any 
basis of comparison that has been made on behalf of the Army between 
the Mathieson offer and any other offer-—— 

Mr. CLEMENTE. Will you give us an understanding of what the 
special rental is? What does it amount to? 

Secretary ALEXANDER. Yes. It was raised by Mathieson in con- 
nection with determining whether it could improve its previous offer 
ind Mathieson indicated I believe for tax reasons that it would wish 
to have this special rental arrangement made. 

I inquired of our people whether it had any significance from the 
Government point of view, the Army point of view, and the answer 
was that it did not. 
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Mr. Ciemente. What is the basis of the special rental ? 

Secretary ALEXANDER. Beg pardon? 

Mr. Ciementr. What is the basis of the rental ? 

Secretary ALEXANDER. It is the difference between the gross operat- 
ing income of the plant and operating expenses, including the regular 
rental. 

Mr. Ciemente. Well, I think that is in violation of the statute, 
isn’t it? 

Mr. Courtney. Well, perhaps we better come to that at another 
phase. I think, if I may suggest, Mr. Chairman, our prime concern 
here would be to inform the committee on what the so-called primary 
rental is in terms of dollars. Does the primary rental of which you 
speak represent the minimum that has been considered here, in con- 
nection with the evaluation of these leases and is the special rental 
something over and above that ? 

Secretary ALEXANDER. It is something over and above that. I have 
here, if I can find it, a statement—yes, here it is. If you assume dur- 
ing a year the plant produced 200,000 tons of ammonia and the price 
was $80, as it is now, the Government will receive $2,400,000 as regular 
rental, computed on the basis of a royalty of $12 per ton. 

Mr. Courtney. Now, that is an unequivocal, undiluted payment of 
$2,400,000 for each of the first 5 years; is that correct? 

Mr, Atexanper. That is right, on the assumed production of 200,000 
tons annually. 

Mr. Courrnry. And that comes under the provisions of part 1 or 
paragraph 1 of this lease; is that correct ? 

Secretary ALEXANDER. That is right. 

Mr. Courrnry. Proposed lease, I should say. All right. Now 
then, as to the over plus, over $2,400,000, that is what, Mr. Secretary / 

Secretary ALExANbER. Well, sir, if you assumed that the net receipts 
in that year after operating expenses from the plant were $3,000,000, 
on this basis of 200,000 tons of ammonia produced at $80 a ton, out 
of the $3,000,000 would come first the $2,400,000 paid to the Govern- 
ment as regular rental and retained by the Government and the 
remainder, or $600,000, which may be described as “special rental” 
but actually represents net profits, would be retained by Mathieson to 
repay rehabilitation or part of the rehabilitation costs. 

In other words, Mathieson will be repaid out of the net profits 
from production after operating expenses and the regular rental are 
paid, to the extent that any such net profits exist. Otherwise, if 
won't be. 

Mr. Courrnry. That is still a little bit confusing, I think, as far 
as the record is concerned, if I may suggest it, Mr. Chairman. 

Mr. Secretary, tle committee, then, is to understand, or is it to 
understand, that the lease as proposed calls for an unconditional! 
annual payment in the first 5 years of $2,400,000 ? 

Secretary ALEXANDER. No, sir. That was assumed for 1 year, 
$2,400,000. Perhaps I might restate the case that I am trying to give 
to vou to illustrate. 

Mr. Courrney. Very good. 

Secretary ALexanper. If in 1 year the company produced 200,000 
tons of ammonia—I think the capacity is something over 200,000 tons 
a year—if it produced 200,000 tons of ammonia and had received 
$3,000,000 as operating income, the Government would receive of 
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that $3,000,000 during that 1 year, $2,400,000 as regular rental and 
keep it and the remaining $600,000 out of the $3 ,000. 000 would then 
be returned to Mathieson. 

Mr. CLtemMentE. How do you draw that out of subparagraph (c) 
in your Real Estate Man: igement Project No. “ d 

Sec retary ALEXANDER. Ww hat is this, the lease—— 

Mr. Ctemente. Your copy that you sent to this committee. How 
could the committee determine what you are talking about now with 
this mimeographed paper you gave us? 

Secretary Avexanper. Mr. Clemente, I am sorry I am not a tax 
lawyer and I can’t understand this language in full myself. I under- 
stand the result of it. This paragraph (c) that you are referring 
to would be much clearer if there were aera after the words “the 
cost of production”—do you have it in front of you? 

Mr. CLemente. Yes; I have it here. 

Secretary ALEXANDER. Well, insert the words “including the rentals 
under (b) above.” 

Mr. CLEMENTE. Well, I mean: 

Secretary ALEXANDER. It is ambiguous as it is written. 

Mr. Courrnry. Mr. Secretary, are we reading from the same 
document ? 

Mr. CLiementTe. Real Estate Management Project No. 1 

Mr. Courtney. All right. 

Secretary ALEXANDER. That is right, sir. 

Mr. CLemente. That is exhibit No. 1 of the Army. 

Secretary ALEXANDER. That is right. And if you look on page 2, 
paragraph (c), the last sentence says “Mathieson will advance,” and 
so on. 

Mr. CLemente. Yes.” 

Secretary ALEXANDER. It should have had inserted, in my judgment, 
for clarity after the words “cost of production,” three lines from the 
bottom, the words “including the rentals under (b) above,” because 
that is the effect of the lease. Whoever wrote this assumed somebody 
knew something that he doesn’t know when he reads this paper. 

Mr. CLemente. Well, I didn’t know anything when I got started 
here. I know a couple of things now. But the thing is the committee 
had this thing before it. 

Secretary ALEXANDER. I think this is ambiguous, sir; and Iam sorry. 

Mr. Ctemente. Now, one other point I wanted to make. You say 
if they produce, say, 200,000 tons at, for instance, $12 a ton—is that 
the theory—and they bring the revenue into their coffers of 12 times 
200,000 tons. 

Secretary ALEXANDER. That is right. 

Mr. CLtemente. That rental will be $3,000,000 a year; is that right / 

Secretary ALEXANDER. The net rental will be two million four. 

Mr. CLEMENTE. I am talking about what they would get. The yield 
to them would be $8,000,000 a year. 

Secretary ALEXANDER. To Mathieson, right. 

Mr. Cuemente. Now do they deposit the entire $3,000,000 to the 
Department of the Army in a miscellaneous account, which is in con- 
formity with the law / 

Secretary Anexanper. I am sorry, I can’t answer what they do with 
that money. I only know that the Army keeps the two million four. 
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Mr. Ciemente. I can’t answer it, either. Now, the law says that 
the rentals received from the lease in this regard shall be the—the 
funds shall be deposited in a miscellaneous account. Now, how do 
you determine the rights of the Department to draft a lease at variance 
with the law? 

Secretary ALExANDER. Well, certainly we are not trying to make a 
lease at variance with the law. Our lawyers said that this proposed 
provision in the lease was legal from the Army point of view. | 
can't 

¥ vy s . 

Mr. Ciemente. Why couldn’t the Mathieson Co. take out the ex- 
penditure of money for rehabilitation in the ordinary course as other 
people do?) Why do they have a Be account to do it? 

Secretary ALEXANDER. Maybe, Mr. Clemente, you would be willing 
to ask that question of the representatives of the Mathieson Co. | 
know they felt at the time the negotiations were going on that an ar- 
rangement of this nature would be necessary or else they would not 
be able to offer as high a rental. 

Mr. Ciemente. Well, I also wish to state that you were informed of 
what they wanted to do. 

Secretary ALEXANDER. Yes. 

Mr. Ciemente. And that the legal counsel for the Army determined 
that this was in conformity with the law, I assume. 

Secretary Atexanper. That is right. 

Mr. Ciemente. And that is why you submitted this proposal to the 
committee ¢ 

Secretary ALExanper. That is right. 

Mr. Clemente. Well, would you mind having your legislative coun- 
sel whoever it is explain to us. 

(The Statute (10 U.S. C. 1270) is set out bebkow :) 

1270. Lease of real or personal property; period of lease; terms and conditions; 
revocation; disposition of receipts; report to Congress 

Whenever the Secretary of the Army shall deem it to be advantageous to the 
Government he is authorized to lease such real or personal property under the 
control of his Department as is not surplus to the needs of the Department with 
in the meaning of sections 1611-1614, 1615-1630, and 1632-1646 of Appendix to 
Title 50 and is not for the time required for public use, to such lessee or lessees 
and upon such terms and conditions as in his Judgment will promote the national 
defense or will be in the public interest. Each such lease shall be for a period 
not exceeding five years unless the Secretary shall determine that a longer period 
will promote the national defense or will be in the public interest. The Secre- 
tary may include, among other terms and conditions in the lease, a right of first 
refusal in the lessee to purchase the property in the event of the revocation 0! 
the lease in order to permit sale thereof by the Government, but this section shall 
not be construed as authorizing the sale of any property unless the sale thereof 
is otherwise authorized by law. Each such lease shall contain a provision pe! 
mitting the Secretary to revoke the lease at any time, unless the Secretary sha 
determine that the omission of such provision from the lease will promote the 
national defense or will be in the public interest. In any event each such lease 
shall be revocable by the Secretary during a national emergency declared by the 
President. Notwithstanding section 303b of Title 40, or any other provision of 
law, any such lease may provide for the maintenance, protection, repair, or res- 
toration by the lessee, of the property leased or of the entire unit or installatio 
where a substantial part thereof is leased, as a part of all of the consideration 
for the lease of such property. In the event atilities or services shall be fi 
nished by the Department to the lessee in connection with any lease, payments 
for utilities or services so furnished may be covered into the Treasury to the 
credit of the appropriation or appropriations from which the costs of furnishine 
any such utilities or services to the lessee was paid. Except as otherwise herein- 
above provided, any money rentals received by the Government directly under 
any such lease shall be deposited and covered into the Treasury as miscellaneous 
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receipts. The authority herein granted shall not apply to oil, mineral, or phos- 
phate lands. The Secretary of the Army shall submit to the Congress on the 
ist day of January and the 1st day of July of each year, following August 5, 
1947, a report of all leases entered into in accordance with the provisions of sec- 
tions 1270-1270d of this title. (July 26, 1947, ch. 348, title II, section 205 (a), 
61 Stat. 501; Aug. 5, 1947, ch. 493, section 1, 61 Stat. 774.) 


Secretary ALExanpER. Mr. Cary is the gentleman on whom I relied. 
If you will hear him, Mr. Clemente, on that. 

Mr. Ciemente. According to the statute, is it not true, sir, that 
rentals collected from the leasing of this place should be deposited in 
a miscellaneous account? It is miscellaneous receipts, rather. 

Mr. Cary. Yes. Although I am quite frankly myself not able to 
answer that question, Mr. Clemente, from the st: ys of Public 
Law 364. The lease was submitted to the Judge Advocate General 
and approved. Now at the moment I can’t answer your question 
adequately. 

Mr. CLtemente. Well, now, can you point out in that lease the para- 
graph wherein the recitation about the special rental agreement is? 

(Copy of proposed lease follows :) 


DEPARTMENT OF THE ARMY, LEASE OF INDUSTRIAL FACILITIES 


THis LEASE, made between the SECRETARY OF THE ARMY, of the first part, 
representing the United States of America (hereinafter called the Government), 
and MATHIESON CHEMICAL CORPORATION, a corporation organized and existing 
under the laws of the Commonwealth of Virginia, with principal offices located 
at Baltimore, Maryland (hereinafter called the Lessee), of the second part, 
WITNESSETH : 

THAT the Secretary of the Army, by virtue of authority contained in the act 
of Congress approved August 5, 1947 (Public Law 364, 80th Congress), and in 
consideration of the observance and performance by the Lessee of the covenants 
and conditions hereinafter set forth, hereby leases to the Lessee for a period of 
five years commencing 1 October 1951, or on such other date as possession of the 
hereinafter described property is delivered to the Lessee under this lease, subject 
to termination as hereinafter provided, all land, buildings, improvements, ma- 
chinery, equipment and appurtenances thereunto belonging, known as_ the 
MORGANTOWN ORDNANCE WorRKS MILITARY RESERVATION, West Virginia, and lo- 
cated substantially as shown on Exhibit A attached hereto and made a part 
hereof, to be used for manufacturing and other commercial purposes. 

THis LEASE is granted subject to the following provisions and conditions : 

That the Lessee shall pay rental to the Government as follows: 

a. For the first year of the period of this lease: 

(1) An amount based on the actual sales price of Lessee or the Current Market 
Price, whichever is the higher, as of the first day of each calendar quarter, for 
each short ton of anhydrous ammonia and/or methanol produced by Lessee in 
the Leased Property during said calendar quarter as listed below: 





| Price 
Rental per short ton - _— 
Ammonia per short ton Methano! per gallon 
$17.00 ie ; $90.00 or over 36 cents 
$15.50. . : $87.00 to $89.99_ _- 35.00 to 35 
$14.00___. $85.00 to $86.99_ _- 34.00 to 34.5 
$12.00... : $75.01 to $84.99 30.01 to 33 
$10.00___. J $73.01 to $75.00_ _- 29.01 to 30.00 cent 
38.50... $70.01 to $73.00 298.01 to 29.00 cents. 
$7.00..... aks , ' $70.00 or below . 28 cents or below 


It is agreed that the Current Market Price, referred to above, shall be deter- 
mined by reference to the issue of the Oil, Paint, and Drug Reporter publishing 
the quotations applicable to the first day of each calendar quarter and shall be, 
for anhydrous ammonia, the highest price quoted under the title, “Ammonia, 
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anhydrous, fertilizer, tanks, works * * * ton” or any equivalent listing, 
and for methanol, the highest price quoted under the title “Methanol, synthetic, 
zoue 1, tanks, frt. alld. gal.” or any equivalent listing. 

For computing rental it is agreed that three hundred (300) gallons of methano! 
equal one (1) short ton. 

(2) An additional amount consisting of the sum arrived at by subtracting the 
eost of production from net receipts from sales. Cost of production as used in 
this condition shall include all costs or expense of Lessee incurred at the Leased 
Premises or directly in connection with the Leased Premises, and shall exclude 
general company overhead. Net receipts from sales shall include gross receipts 
from sales, less returns, discounts and allowances. 

b. For the second year of the period of this lease: 

(1) Same as rental under Condition 1 a (1) above. 

(2) Same as rental under Condition 1a (2) above. 

(3) One dollar ($1.00) per short ton of coke produced and not consumed by 
Lessee in the production of anhydrous ammonia and/or methanol on the Leased 
Property. 

ec. For the third, fourth and fifth years of the period of this lease: 

(1) Same as rental under Condition 1 a (1) above. 

(2) Same as rental under Condition 1 a (2) above. 

(8) Same as rental under Condition 1 b (3) above. 

d. The rental specified in Conditions 1 a (2), 1b (2) and 1 c¢ (2) above shall 
be payable until the total amount of such rental is equivalent to an amount equa! 
to the cost of the Rehabilitation Program as defined hereafter in Condition 34 
of this lease and shall cease thereafter. 

e. Lessee shall pay the aforesaid rental based on production during each 
calendar quarter of this lease, beginning with the calendar quarter commencing 
on 1 October 1951, and shall make payment for such production within thirty 
(30) days after the end of each such calendar quarter. 

f. The lessee agrees that it will, subject to Acts of God or other causes beyond 
its control, produce a minimum of 521,000 short tons of anhydrous ammonia 
and/or methanol during the five (5) year period of this lease. In the event 
Lessee shall fail to produce, during said five (5) year period, 521,000 short tons 
of anhydrous ammonia and/or methanol in the Leased Property, unless such 
failure shall be caused by Acts of God or other causes beyond its control, the 
Lessee shall pay to the Government as additional consideration, in lieu of dam- 
ages for Lessee’s failure to produce said 521,000 short tons of anhydrous ammonia 
and/or methanol during said five (5) year period, an amount equal to twelve 
dollars ($12.00) per short ton multiplied by the difference between the number 
of short tons of anhydrous ammonia and/or methanol produced during the said 
five (5) year period and 521,000 short tons. 

g. The compensation as above reserved shall be made payable to the Treasurer 
of the United States and shall be forwarded by the Lessee to the District Engi- 
neer, Louisville District, P. O. Box 59, Louisville, Kentucky, or to a representa 
tive designated by him. 

2. That the Lessee may, at its option, by giving the Government eight (8) 
months’ written notice prior to the expiration of this lease, lease the said prop- 
erty for one (1) additional period of fifteen (15) years under the same terms 
and conditions, except that the rental for said fifteen (15) year period shall 
be as follows: 

a. For the first through fifth years of said fifteen (15) year period: 

(1) Same as rental under Condition 1 a (1) above. 

(2) Same as rental under Condition 1 b (3) above. 

(3) The Lessee agrees that it will, subject to Acts of God or other causes 
beyond its control, produce a minimum of 521,000 short tons of anhydrous 
ammonia and/or methanol during the said five (5) year period. In the event 
Lessee shall fail to produce, during the said five (5) year period, 521,000 short 
tons of anhydrous ammonia and/or metanol in the Leased Property, unless such 
failure shall be caused by Acts of God or other causes beyond its control, the 
Lessee shall pay to the Government as additional consideration, in lieu of 
damages for Lessee’s failure to produce said 521,000 short tons of anhydrous 
ammonia and/or methanol during the said five (5) year period, an amount equa! 
to twelve dollars ($12.00) per short ton multiplied by the difference between the 
number of short tons of anhydrous ammonia and/or metanol actually produced 
during the said five (5) year peried and 521,000 short tons. 

b. For the sixth through the fifteenth years of said fifteen (15) year period: 

(1) Same as rental under Condition 1 a (1) above. 

(2) Same as rental under Condition 1 b (3) above. 
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(3) If the rental due the Government under Conditions 2 b (1) and 2 b (2) 
above does not equal or exceed a total of $1,250,000:00 for each year of said 
ten (10) year period the Lessee will pay to the Government, within thirty (30) 
days after the end of each such year, the difference between the amount actually 
paid and $1,250,000.00. 

c. Lessee shall pay the aforesaid rental based on production during each 
calendar quarter of said fifteen (15) year period and shall make payment for 
said production within thirty (30) days after the end of each such calendar 
quarter. 

d. The compensation as above reserved shall be made payable to the Treasurer 
of the United States and shall be forwarded by the Lessee to the District Engi- 
neer, Louisville District, P. O. Box 59, Louisville, Kentucky, or to a representative 
designated by him. 

3. That upon execution of this lease on behalf of the Government and on behalf 
of the Lessee, a survey and inventory of the Leased Property, including, but 
not limited to, all supplies, machinery, equipment, and tools embraced therein, 
shall be made by a representative of the Government and a representative of 
the Lessee. Said survey and inventory shall be submitted to the District Engi- 
neer for approval, and upon approval a copy thereof shall be attached hereto 
and become a part hereof as fully as if originally incorporated herein. ‘There 
shall be added to said survey and inventory from time to time such additional 
Government property, fixtures, and installations as are furnished by the Govern- 
ment or title to which passes to the Government pursuant to the Rehabilitation 
Program or other conditions of this lease. Lessee may, with the prior written 
approval of said District Engineer, surrender to the Government such portions 
of the Leased Property as Lessee determines to be no longer useful in its opera- 
tions of the Leased Property, and thereupon such property so surrendered shall 
be deleted from said survey and inventory and shall cease to be a part of the 
Leased Property. At the expiration or termination of this lease, a similar 
survey and inventory shall be prepared and submitted to the District Engineer, 
said survey and inventory to constitute the basis for settlement by the Lessee 
with the District Engineer for leased property shown to be lost, damaged, or 
destroyed, any such property to be either replaced and/or restored as required 
by Condition 16 of this lease or at the election of the Government reimbursement 
made therefor by the Lessee at the then current market value thereof. Supplies 
included in the survey and inventory which are used by the Lessee shall be, at 
the election of the Government, either replaced to stores in kind or reimburse- 
ment therefor shall be made by the Lessee at the then current market value 
thereof upon the expiration or termination of this lease or of the additional 
fifteen (15) year period referred to in Condition 2 of this lense. 

4. That the Lessee shall neither transfer nor assign this lease: nor sublet the 
Leased Property or any part thereof; nor grant any interest, privilege, or 
license whatsoever in connection therewith without permission in writing from 
the District Engineer; provided that this paragraph shall not prohibit the 
Lessee, for its own account or under any such other arrangements as it may 
deem desirable, from dispensing and selling food, soft drinks, tobacco products, 
confectionery, and similar articles to the employees of the Lessee on the Leased 
Property. 

5. That the Government reserves the right at any time to enter the Leased 
Property for the purpose of inspection and inventory and when otherwise deemed 
necessary for the protection of the interests of the Government. 

6. That the Department of the Army agrees to lease to the Lessee, by separate 
instrument, one hundred and seventy five (175) anhydrous ammonia tank cars. 

7. That the Government shall not be responsible for damages to the property 
of the Lessee nor for damages to the property or injuries to the person of the 
Lessee’s officers, agents, servants, or employees or other persons on the Leased 
Property as invitees or licensees of the Lessee arising from the use of the Leased 
Property by the Lessee, and the Lessee shall indemnify and save the Government 
harmless from any and all such claims. The Government shall not be responsible 
for damages to any persons or property off the Leased Property arising from the 
Lessee’s use of the Leased Property, and the Lessee shall indemnify and save 
the Government harmless from any and all Claims for such damages 

8. That the Lessee shall not discharge waste or effluent from the Leased Prop- 
erty in such a manner that such discharge will contaminate streams or other 
bodies of water or otherwise become a public nuisance. 

9. That the Government shall not be liable for any violation or infringement 
by the Lessee of rights in patented inventions, secret processes, and technical 
information, know-how, or other similar rights, if any, and the Lessee shall 
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indemnify and save the Government harmless from any and all claims arising 
therefrom or incident thereto. 

10. That the Lessee has inspected and knows the condition of the Leased 
Property and that it is understood that the same is hereby leased without any 
representation or warranty by the Government whatsoever, and without obliga- 
tion on the part of the Government to make any alterations, repairs, or additions 
thereto, subject to Condition 34 of this Lease. 

11. That all portions of the Leased Property being used by the Lessee shall at 
all times be maintained in good operating condition by and at the expense of the 
Lessee and said portions of the Leased Property shall be kept in as good order and 
condition as that existing upon the date possession of the Leased Property was 
delivered to the Lessee, by and at the expense of the Lessee. Installed and other 
equipment of the Government used by the Lessee which becomes worn or damaged 
by use so as no longer to function for the purpose for which designed shall be 
replaced by the Lessee by like items at the expense of the Lessee, and title to such 
replacement shall vest in the Government at the time of replacement. 

12. That all portions of the Leased Property not being used by the Lessee shal! 
be maintained in stand-by condition, by and at the expense of the Lessee, in 
accordance with established industrial standards and in accordance with any 
additional specifications furnished to the Lessee by the District Engineer. 

13. That no structures, additions, or betterments, temporary or permanent, 
shall be placed upon the Leased Property without the prior written approval of 
the District Engineer. All such structures, additions, and betterments to the 
Leased Property shall become the property of the Government when annexed 
unless otherwise provided by separate agreement between the District Engineer 
and the Lessee. The Lessee shall make no structural alteration of the Leased 
Property which will render the Leased Property unsuitable for the purpose for 
which originally designed. Installed and other equipment may be altered, re- 
placed, or improved without the prior written approval of the District Engineer, 
provided that such alterations, replacements, or improvements will not prevent 
the return of the Leased Property to the condition existing at the time of entry 
by the Lessee under the lease within a period of one hundred and twenty (120) 
days, and provided further that all such alterations, replacements, or improve- 
ments shall become the property of the Government when made. The Lessee shall 
prepare and maintain adequate drawings showing the location and connections 
and other installation data of each item or part thereof reconnected or removed 
from its installed location, and the Lessee shall tag, for identification purpose, 
each item or part thereof so removed, to insure the minimum of time and expense 
in restoration. 

14. That if, during the term of this lease, the Leased Property or a substantial 
part thereof is destroyed or rendered unfit for occupancy or for the purpose for 
which it was leased by any cause whatsoever, then this lease may, at the option 
of the Government, be terminated and, in the event of the election of this option 
to terminate, the obligation of the Lessee to pay rental shall cease as of the date 
the said property was destroyed or rendered unfit for occupancy or for the pur- 
pose for which it was leased. If, during the term of this lease, the Leased 
Property or any part thereof is destroyed or rendered unfit for occupancy or for 
the purpose for which it was leased without negligence on the part of the Lessee, 
then, if the option to terminate described in the preceding sentence of this Condi- 
tion 14 shall not be exercised, the obligation of the Lessee to pay rental shall be 
reduced in proper proportion until such part of the Leased Property shall have 
been repaired and restored to fitness for occupancy and for the purpose for which 
it was leased. Prepaid rental shall be appropriately refunded. Nothing in this 
condition 14 shall relieve the Lessee of its obligation to maintain, repair, replace, 
restore, and condition the Leased Property or any part thereof as contained in 
other provisions and conditions of this lease. Nothing in this Condition 14 shall 
cbligate to the Government to repair or restore the Leased Property or any part 
thereof. 

15. That, for such period as the Lessee is in possession of the Leased Property 
pursuant to the provisions and conditions of this lease, the Lessee shall procure 
and maintain at its cost a standard fire and extended coverage insurance policy or 
policies on the Leased Property to the full insurable value thereof. The Lessee 
shall procure such insurance from any responsible company or companies. The 
policy or policies evidencing such insurance shall provide that in the event of loss 
thereunder the proceeds of the policy or poliices, at the election of the Govern 
ment, shall be payable to the Lessee to be used solely for the repair, restoration, 
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or replacement of the property damaged or destroyed, any balance of the pro- 
ceeds not required for the repair, restoration, or replacement of the property 
damaged or destroyed to be paid to the Government, and that, in the event the 
Government does not elect by notice in writing to the insurer within sixty (60) 
days after the damage or destruction occurs, to have the proceeds paid to the 
Lessee for the purposes hereinabove set forth, then such proceeds shall be paid to 
the Government; provided, however, that the insurer, after payment of any pro- 
ceeds to the Lessee in accordance with the provisions of the policy or policies, 
shall have no obligation or liability with respect to the use or disposition of the 
proceeds by the Lessee. Nothing herein contained shall be construed as an obli- 
gation upon the Government to repair, restore or replace the Leased Property or 
auy part thereof. 

16. That upon the expiration or other termination of this lease, or of the addi- 
tional fifteen (15) year period referred to in Condition 2 of this lease, the Lessee 
shail, if required by the Government, (a) remove such of its property as has not 
become the property of the Government under the terms of this lease and within 
the shortest possible time, but in no case in excess of 120 days from the date writ- 
ten notice of termination is received, or from the date of expiration, restore the 
Leased Property to as good order and condition as that existing upon the date 
of commencement of the term of this lease, less ordinary wear and tear and 
damage to the Leased Property covered by insurance and for which the Gov- 
ernment shall receive, or has received, insurance funds in lieu of having the 
damaged property repaired, replaced, or restored, and place the Leased Property 
in stand-by condition for extended storage, according to established industrial 
standards, and in accordance with any additional specifications furnished to the 
Lessee by the District Engineer, the cost of so restoring the Leased Property and 
so placing the Leased Property in stand-by condition for extended storage to be 
borne by the Lessee, or (b) remeve such of its property as has not become the 
property of the Government under the terms of this lease, and within the shortest 
possible time place the Leased Property in an operating condition suitable for the 
Government’s production purposes; provided, however, in the event the cost of 
placing the Leased Property in said operating condition is in excess of the esti- 
mated cost of restoring the Leased Property and placing it in stand-by condition 
for extended storage as required by Condition 16 (a) of this lease, the Govern- 
ment shall pay the Lessee the amount of the difference in said costs, and, in the 
event the cost of placing the Leased Property in said operating condition is less 
than the estimated cost of restoring the Leased Property and placing it in stand- 
by condition for extended storage as required by Condition 14 (a) of this lease, 
the Lessee shall pay the Government the amount of the difference between said 
costs, or (@) remove such of its property as has not become the property of the 
Government under the terms of this lease and return the Leased Property to the 
Government in an as-is condition, the Lessee to pay the Government the amount 
of the estimated cost of restoring the Leased Property and placing it in stand-by 
condition for extended storage as required by Condition 16 (a) of this lease. 
In the event the Government elects upon expiration or other termination of this 
lease to have the Leased Property restored and placed in stand-by condition for 
extended storage as required by Condition 16 (a), or placed in operating condi- 
tion as required by Condition 16 (b), the Lessee shall, upon the completion of 
the work required thereby, immediately and peaceably yield the same to the 
Government in said condition. If the Lessee shall fail or neglect to remove its 
property or to restore the Leased Property or to place the Leased Property in 
stand-by condition for extended storage or to yield the Leased Property as herein 
provided, then the Government may cause the property of the Lessee to be re- 
moved and the Leased Property to be restored and conditioned, and the cost of 
such removal, restoration, and conditioning shall be paid by the Lessee to the 
Government upon demand, and no claim for damages against the Government 
or its officers or agents shall be created by or made on account of such removal, 
restoration, and conditioning. In aid of its obligation so to return the Leased 
Property, the Lessee shall maintain a program for the proper use, care, and ac- 
counting system consistent with good business practice. 

17. That the Lessee shall at all times exercise due diligence in protection of 
the Leased Property against damage or destruction by fire, sabotage, and other 
Causes, 

18. That the Lessee shall pay to the proper authority, when and as the same 
become due and payable, all taxes, assessments, and similar charges which, 
at any time during the term of this lease, may be taxed, assessed, or imposed 
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upon the Government or upon the Lessee with respect to or upon the Leased 
Property. In the event any taxes, assessments, or similar charges are impose 
with the consent of Congress of the United States upon property owned by the 
Government and included in this lease (as opposed to the leasehold interest of 
the Lessee therein), this lease shall be renegotiated so as to accomplish an 
equitable reduction in the rental provided above, which shall not be greater than 
the difference between the amount of such taxes, assessments, or similar charges 
and the amount of any taxes, assessments, or similar charges which were imposed 
upon such Lessee with respect to his leasehold interest in the Leased Property 
prior to the granting of such consent by the Congress of the United States ; pro- 
vided that, in the event the parties hereto are unable to agree, within ninety 
(90) days from the date of the imposition of such taxes, assessments, or similar 
charges, upon a rental which, in the opinion of the District Engineer, constitutes 
a reasonable return to the Government on the Leased Property, then in such 
event the District Engineer shall have the right to determine the amount of thie 
rental, which determination shall be binding upon the Lessee subject to appeal 
in accordance with Condition 20 of this lease. 

19. a. That the Government may terminate this lease at any time during the 
existence of any national emergency, present or future, declared by the President 
or the Congress of the United States. 

b. That the Government may terminate this lease at any time by giving thirty 
(30) days’ written notice by the District Engineer to the Lessee (1) in the event 
the Secretary of the Army determines that termination of this lease is necessary 
in the interest of national defense; or (2) in the event the Lessee fails to operate 
the Leased Property for a period of ninety (90) days, unless the cause of cessa- 
tion of operations is beyond the control of the Lessee; or (3) in the event the 
Lessee violates any of the terms and conditions of this lease and continues and 
persists therein for ten (10) days after notice thereof in writing by the District 
Engineer; or (4) in the event the Government converts the ammonia plant 
facilities to use a basic raw material other than coke and the parties are 
unable to agree upon a fair rental consideration for such facilities within thirty 
(30) days after negotiations with respect thereto are undertaken. 

20. That, except as otherwise specifically provided in this lease, all disputes 
concerning questions of fact which may arise under this lease, and which are not 
disposed of by mutual agreement, shall be decided by the District Engineer, who 
shall reduce his decision to writing and mail a copy thereof to the Lessee at his 
address shown herein. Within thirty (30) days from said mailing the Lessee 
may appeal in writing to the Secretary of the Army, whose written decision 
or that of his designated representative or representatives thereon shall be 
final and conclusive upon the parties hereto. The Secretary of the Army may in 
his discretion designate an individual or individuals other than the District 
Engineer or a board as his authorized representative to determine appeals under 
this condition. The Lessee shall be afforded an opportunity to be heard and 
offer evidence in support of his appeal. The president of the board, from time 
to time, may divide the board into divisions of one or more members and assign 
members thereto. A majority of the members of the board or of a division 
thereof shall constitute a quorum for the transaction of the business of the 
board or of a division, respectively, and the decision of a majority of the members 
of the board or of a division shall be deemed to be the decision of the board 
or of a division, as the case may be. If a majority of the members of a division 
is unable to agree on a decision or if, within thirty (30) days after a decision 
by a division, the board or the president thereof directs that the decision of 
the division be reviewed by the board, the decision will be so reviewed ; otherwise 
the decision of a majority of the members of a division shall become the 
decision of the board. If a majority of the members of the board is unable 
to agree upon a decision, the president will promptly submit the appeal to 
the Under Secretary of the Army for his decision upon the record. A vacancy 
in the board or in any division thereof shall not impair the powers nor affect 
the duties of the board or division nor of the remaining members of the board or 
division, respectively. Any member of the board, or any examiner designated 
by the president of the board for that purpose, may hold hearings, examine wit- 
hesses, receive evidence, and report the evidence to the board, or to the appro- 
priate division if the case is pending before a division. Pending decision of a 
dispute hereunder the Lessee shall diligently proceed with the performance of 
this lease. 

21. That all uranium, thorium, and all other materials determined pursuant 
to section 5 (b) (1) of the Atomic Energy Act of 1946 (60 Stat. 761) to be 
peculiarly essential to the production of fissionable material, contained, in 
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whatever concentration, in deposits in the lands covered by this instrument 
are hereby reserved for the use of the United States, together with the right 
of the United States trough its authorized agents or representatives at any time 
to enter upon the land and prospect for, mine, and remove the same, making 
just compensation for any damage or injury occasioned thereby. However, such 
land may be used, and any rights otherwise acquired by this disposition may be 
exercised, as if no reservation of such materials has been made; except that, 
when such use results in the extraction of any such material from the land in 
quantities which may not be transferred or delivered without a license under 
the Atomic Energy Act of 1946, as it now exists or may hereafter be amended, 
such material shall be the property of the United States Atomic Energy Com- 
mission, and the Commission may require delivery of such material to it by 
any possessor thereof after such material has been separated as such from the 
ores in which it was contained. If the Commission requires the delivery of such 
material to it, it shall pay to the person mining or extracting the same, or to 
such other person as the Commission determines to be entitled thereto, such sums, 
including profits, as the Commission deems fair and reasonable for the dis- 
covery, mining, development, production, extraction, and other services per- 
formed with respect to such material prior to such delivery, but such payment 
shall not include any amount on account of the value of such material before 
removal from its place of deposit in nature. If the Commission does not require 
delivery of such material to it, the reservation hereby made shall be of no 
further force or effect. 

2” That no member of or delegate to Congress or Resident Commissioner shall 
be admitted to any share or part of this lease or to any benefit to arise therefrom. 
Nothing, however, herein contained shall be construed to extend to any incor- 
porated company if the lease be for the general benefit of such corporation. 

23. That the Lessee warrants that it has not employed any person to solicit 
or secure this lease upon any agreement for commission, percentage, brokerage, 
or contingent fee. Breach of this warranty shall give the Government the 
right to annual this lease, or, in its option, to collect from the Lessee the amount 
of such commission, percentage, brokerage, or contingent fee, in addition to 
the consideration herein set forth. This warranty shall not apply to commissions 
payable by the Lessee upon contracts or lease secured or made through bona fide 
established commercial or selling agencies maintained by the Lessee for the 
purpose of sceuring this lease. 

24. That all notices to be given pursuant to this lease shall be addressed if to 
the Lessee, to the President, Mathieson Chemical Corporation, Mathieson Build- 
ing, Baltimore 3, Maryland, if to the Government, to the District Engineer, 
Louisville District, P. O. Box 59, Louisville, Kentucky, or as may from time 
to time otherwise be directed by the parties. Notice shall be deemed to have 
been duly given if and when inclosed in a properly sealed envelope or wrapper, 
addressed as aforesaid, marked as registered mail, with registry fee prepaid, 
and deposited postage prepaid (or, if mailed by the Government, deposited 
under franking privilege) in a post office or branch post office regularly main- 
tained by the Government. 

25. That, except as otherwise specifically provided herein, the term, District 
Engineer, as used herein, shall include his duly appointed successors and his 
uuthorized representatives. 

26. That the Lessee, in performing the work required by this contract, shall 
not discriminate against any employee or applicant for employment because of 
race, creed, color, or national origin. 

27. That during the existence of any national emergency, present or future, 
declared by the President or the Congress of the United’ States, or in the event 
the Secretary of the Army determines that it is necessary in the interest of 
national defense, the Lessee shall, within thirty (30) days after receipt of 
written notice from the Government, furnish to the Government such anhydrous 
ammonia, methanol, formaldehyde, and hexamine aS may be necessary in the 
discretion of the Secretary of the Army, including the entire capacity of the 
plant, at prices to be agreed upon between the parties, but which in no event 
shall exceed the then current market price of the products herein named. 

28. That the Government reserves the right to convert the ammonia plant 
facilities to use a basic raw material other than coke, in which event, the lease 
may, at the election of the Government, be renegotiated to adjust the rental 
consideration reserved in this lease. The Lessee agrees that in the event a 
satisfactory agreement, with respect to rental consideration, cannot be reached 
within thirty (30) days after the beginning of such negotiations, the Government 
may at its election advertise the facilities for lease, in which event the Lessee 





204 PROPOSED LEASE OF MORGANTOWN ORDNANCE WORKS 


agrees that other prospective lessees may inspect the plant at reasonable hours 
upon reasonable notice to the Lessee of the date of such proposed inspection, 
and/or terminate this lease as provided in Condition 19b @4) of this lease. 

29. That the Lessee may, subject to prior written approval of the plans and 
specifications by the said District Engineer, at its expense, convert the ammonia: 
plant facilities to use a basic raw material other than coke. The cost of suci 
conversion will be amortized by the Lessee over a period of years, and in the 
event or revocation of the lease by the Government in accordance with Conditions 
14, 19a or 19b (1) of this lease, the Government will reimburse the Lessee, subject 
to the availability of any funds, the unamortized cost of such conversion. 

30. That the Lessee shall operate and maintain the fumes elimination equip- 
ment installed at the installation. 

31. That the Lessee will permit the Government its agents, servants, and 
employees, to examine and audit its production records, and as long as the 
obligation of the Lessee to pay rentals under Conditions la (2), 1b (2) and 1c 
(2) remains in effect its cost records, at the Leased Property and will furnish 
to the District Engineer within thirty (30) days after the end of each calendar 
quarter a statement of total production of anhydrous ammonia and methanol 
aud the price obtained by Lessee for such products on the first day of such quarter 
year. Lessee will also furnish, after the expiration of the first year of this 
lease, a quarterly statement of total production of coke on the Leased Premises 
and the amount of such coke used or consumed in the production of anhydrous 
ammonia and/or methanol on the Leased Premises. 

32. That Lessee agrees that if the ammonia plant facilities are converted to 
use a basic raw material other than coke, it will continue the coke ovens in 
operation and will give at least 120 days written notice to the Government of its 
intention to discontinue or substantially curtail the operation of such coke 
ovens. The Government reserves the right, in the event of discontinuance or 
substantial curtailment of operation of the coke ovens by the Lessee, (1) to 
advertise such coke ovens for lease to other firms, in which event the Lessee 
agrees to permit representatives of other firms to enter the premises at reasonable 
hours for the purpose of inspecting the ovens, and/or (2) to delete the coke 
ovens from the Leased Premises, in which event the obligation of the Lessee 
to pay rental thereon under Conditions 1 (b) (3), le (3), 2a (2) and 2b (2) 
shall cease provided, however, that Lessee shall have the right to obtain coke 
when and as required for the operation of the Leased Premises at a price to be 
mutually agreed upon between Lessee and the Lessee of the coke oven facilities, 
which in no event shall exceed the then current market price. 

33. That Lessee will begin initial production of anhydrous ammonia and/or 
methanol within one hundred and fifty (150) days after the execution of this 
lease on behalf of the Lessee and on behalf of the Government, subject to Acts 
of God, material shortages, and other causes beyond its control, and will proceed 
as expeditiously as possible to attain full production. Thereafter, Lessee will 
give sixty (60) days’ notice of any major curtailment of production of anhydrous 
ammonia or methanol and one hundred twenty (120) days’ notice of complete 
cessation of production of ammonia and methanol. 

34. That upon the execution of this lease on behalf of the Lessee and on 
behalf of the Government, the Lessee shall promptly submit to the Government 
a program for the rehabilitation of the Leased Premises from standby to 
cperating condition, and the Government shall promptly approve the scope of such 
program with reasonable modifications or without modifications whereupon it 
shall become the “Rehabilitation Program” referred to in this lease. The 
Lessee shall commence forthwith and proceed with diligence to carry out the 
Rehabilitation Program for the account and on behalf of the Government. 
Title to any and all property acquired in connection with the Rehabilitation 
Program will vest in the Government upon installation. The Lessee shall 
advance all costs of the Rehabilitation Program and shall reimburse itself 
for such advances by retention of the rentals provided for in Conditions la (2), 
Ib (2), and le (2) of this lease. Said District Engineer and the Lessee shall agree 
upon the completion of the Rehabilitation Program and shall so certify. The 
Department of the Army agrees to assist Lessee, in obtaining priorities and 
directives and by other means at its disposai, in obtaining the materials and 
equipment required for the prompt execution of the Rehabilitation Program. 
In the eyent of termiation or cancellation of this lease under Conditions 14, 
19a, 19b (1) and 19b (4) of this lease prior to completion of such reimbursement, 
the Government shall pay to Lessee, subject to the availability of any funds, 
the unreimbursed portion of the cost of the Rehabilitation Program. Lessee may 
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ed ' dismantle the ethyleneurea facilities and utilize them or any portion thereof 
“ae in the Rehabilitation Program. 

a In WITNESS WHEREO¥F I hereunto set my hand by authority of the Secretary 
and of the Army this ~____ gi aan ee ee 1951. 
nn, Tus LEASE is also executed by the Lessee this 20th day of September 1951. 
suc 

the By /S/ J. C. LEPPART. [SEAL] 
— Executive Vice President. 
ject Signed and sealed in the presence of : 
/S/ IRENE V. EATON. 
uip- /S/ MARGARET GARRITY. 
CERTIFICATE 

and 

the I, A. P. Winsor, certify that I am the Secretary of the CorporaTion named as 
l le Lessee herein: that J. C. Leppart, who signed this lease on behalf of the Lessee, 
Lis!) was then Executive Vice President of said CorPoRATION : that said lease Was duly 
dar signed for and in behalf of said CorPorATION by authority of its governing body, 
nol and is within the scope of its corporate powers. 

ter /S/ <A. P. WINSOR. [CORPORATE SEAL]. 
his ; sp é 

Beg Mr. Cary. Yes, indeed. Let’s proceed and take oi lease, Mr. 
ous Clemente, and just consider, for example, the first year. At page 1 

let us go to, in respect to the first year, the true rent: al: that which 

- the Government receives and keeps. This is referred to under 
its ' {a ) (1). ees : ; ? 

ke Now, then, we come to 1 (a) (2) which is on the top of the second 
or age and that is the second provision or the special rental. It states 
t 5 - . . . . . . 

han | there under (2) that in addition to the rental which we will receive, 
ee e . . . . 
le © and we will receive and keep—there is no question about that—this 
Sen ' additional amount of special rental which is the net profits from 
ee sales—in other wo-ds, gross revenue, minus the costs of production, 
) . = . . 

=) among which costs of production is the rental under 1 (a) (1). Lest 


ce ° . 
you have any doubt about that, that was actually in the terms of the 
lease originally and we struck it out because it was not nec essary, 


because it was so clear from a legal standpoint. 
nr Mr. Ciemente. Well, the term rental itself infers a relationship 
” o landlord and tenant and if the landlord never fingers the money, 


: 1 don’t see how you can class it as rental. 

H Mr. Cary. The provision here is that—going on in 1 (a) (2), that 
Ss | special rental is paid to us and then there is the retention or the re- 
‘ payment provision—— 

i. Mr. CreMEeNTE. You said 1 (a) (2), he didn’t receive the money. 
t You said they took it out of the gross expenditures plus the rehabili- 


0 - tation costs. 
Mr. Cary. Right. The amount is estimated—as Mr. Alexander’s 


case’ gave you, If it was $3 million gross operating revenue, Mr. 
: e C lemente—— 
Mr. Ciemente. Yes. 


| Mr. Cary. And we will assume—this is purely a hypothetical 
. situation. We are assumming that 200,000 tons of ammonia were pro- 


| duced 
: Mr. CLEMENTE. Yes. 
| Mr. Cary. We would receive $2,400,000 as rental. We will never 
give it back. It is ours. 
Mr. CLtemente. Yes; I know 
Mr. Cary. All right. Then the balance, $3 million minus $2,400,- 
000, namely $600,000, 
Mr. CLemeEnte. I understand. 
91423—51——14 
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Mr. Cary. Would be received as rental and paid back. 

Mr. CLiemente. I understand. 

Mr. Cary. Until the costs of rehabilitation 

Mr. CLiemente. Wait a coger That is no different than saying 
that under the lease he gave a minimum rental of a million dollars or 
in optional rental to the ‘Cserueinhs if he produced 200,000 tons at 
2 a ton and the Government exercised to take the 200,000 tons at 
2 a ton, is that correct? Isn't that two options of the rental 

agreement / 

Mr. Carry. I just didn’t quite follow your statement. 

Mr. Ciemente. Well, one is a set figure and the other one is that if 
they produce so much methanol at $12 a ton, that the Department of 
the Army could select either one of the two, either the minimum of 
one or the maximum of the other? 

Mr. Carey. Well, if you wish to get into the details of what we 
receive, Which is a new point—I mean the details of that is a point 
we have not covered yet. We have a minimum rental provision whic): 
was referred to this morning by Dr. Fogler and also a per tonnage 
rental provision. 

Mr. CLementre. That is right. 

Mr. Cary. Now, either one of those—minimum is just a situation 
where they are not going to produce up to more than 50 percent. 
Whether it is minimum or on a tonnage basis, we shall receive it, 
willy-nilly, and we are not going to pay it back. 

Mr. CLEMENTE. All right. 

Mr. Cary. It is just that extra amount which we receive and pay 
back. And the basic reason, as stated by Mr. Alexander—I think the 
basic reason can better be phrased by Mathieson in view of the fact 
that they are the ones who suggested this. But the basic reason is 
that that amount received will be taken as a deduction as rental. 
Whereas if they did not do that, if they were in the Allied — . 
for instance, and let’s say had a 5-year lease, they would actually be 
able to take a deduction by way of amortization of the total rehabili- 
tation costs, but they would take it over the term of the lease, which 
would presumably, as I say in the Allied case, be a 5-year period. 

Mr. CLtemente. Now, I am reading from the United States Code, 
1946 edition, supplement 3, title 10, section 1270— 

Mr. Cary. That isthe normal leasing provision, is it not ? 

Mr. Cremente. Lease of real or personal property, period of lease, 
terms and conditions, revocation, disposition of receipts, and report 
to Congress. It starts at the top ‘of page 304—this is something pre- 
ceding ‘what I am reading—and it says: 


$1 
$1 


Except as otherwise herein above provided, any money rentals received by the 
Government directly under any such lease shall be deposited and covered into 
the Treasury as miscellaneous receipts. 

Now I would be most curious to see a copy of the statement of the 
Judge Advocate General’s department approving this lease wherein 
J hope he gave consideration to section 1270 of the law. 

Secretary ALExanper. Mr. Clemente, we will give you such state- 
ment as he gave us and in addition we will ask, if he hasn’t already 
given it, for his opinion on this very point that you raised, which 
certainly is a very good point. 

Mr. Courtney. Mr. Sec retary, under the terms of the lease as pre- 
sented to the committee, even with the modification and the clariti- 
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cation which we have the benefit of having this morning, it would 
appear that all of the moneys received under paragraph 1 of that 


lease are to be paid to the Government and that is the reason I am 
sure the chairman directed attention to the proposal to reimburse 
under paragraph 34 of your lease the Mathieson Co. for rehabilitation 
disbursements and expenditures. 

The question would be, therefore, the money having been received 
by the Government, whether it could be returned without appropria- 
tion of Congress since it has become on payment a miscellaneous 
receipt of the Treasury. 

Secretary Atexanper. Right. I understand the point, Mr. Court- 
ney, and I had assumed that the Judge Advocate General had con- 
sidered it and if he hasn’t, he will. 

Mr. CLemente. Now, the other point I wanted to make was this. 
You say that in the Allied situation they would have covered by 
amortization. This is by a special renting agreement or rental agree- 
ment. Now why didn’t they go along the same lines as everyone else 
does and get a certificate of necessity and use that vein of action, 
instead of action you have here wherein you say rental but the Gov- 
ernment never receives the money / 

Secretary ALexanper. Mr. Clemente, as far as why they proposed 
it this way to us rather than the way Allied did, I should prefer if I 
may to have Mathieson state that. They believed this was a more 
advantageous way for them. 

The thing that I do want to make clear to you is, though, every time 
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pay we have talked about the rental anticipated by the Government under 
the the Mathieson arrangement, we have not taken into account or given 
ate you in the figures, any of this special rental which comes in to go back. 
a a [ mean that is flat and unequivocal and I wanted to be sure you under- 
Fal. stood that. We have “ been inflating the figure of the return. 
ey Mr. Ciemente. Well, I am just wondering in whose wisdom they 
be decided to use the word Bice * special rental agreement, when the 
il. two terms that I am familiar with are present, and that is amortiza- 
ich tion and certificate of necessity. This is an innovation as far as I am 
concerned. And when you say special rental agreement, I don’t see 
le, how you can specify it as rental when the Government never gets it. 


He says if they make $3 million in 1 year they pay to the Government 
the sum of two million, four or 6 hundred thousand dollars, or what- 
Se, ever it is and retain the $400,000—is that correct ? 
rt Secretary ALEXANDER. They pay the entire amount in the first in- 
"e- stance and the Government returns the amount against the cost of 
rehabilitation. 
ne Mr. Ciemente. On what basis do you return it / 


ti Secretary ALexanper. Because the lease says that is what we are 
to do. 
eo & Mr. Cremente. Then why pay it in the first place ¢ 


m Secretary ALEXANDER. I can only say that it seemed to the people 
who made the proposition from M: ithieson that that was a more ad- 
e- vantageous way from their point of view taxwise. 
ly Mr. Ciemente. All right. 
h Secretary ALEXANDER. “But the thing, sir, that we were interested in 
is, What is the money that the Government is going to be left having 
\- from the rental and that is why I wanted to make clear that the—— 
\- Mr. Cremente. All right, let’s firm up that point. Now you have 
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the lease of the other two parties to this Morgantown works. Didn't 


they all in the alternative say that they would pay a minimum rental, 


No. 1? 

Secretary ALExANDeER. That is right. 

Mr. Ciemente. All of them said the same thing, right? 

Secretary ALEXANDER. Right. 

Mr. Cremente. And (2), they said they would pay a minimum of 
so-and-so, but in the alternative they would pay a certain amount of 
dollars per ton; is that correct ? 

Secretary ALExANDER. That is correct. 

Mr. CLemeNter. Then they are all in the same category. The lease 
is phased the same except maybe one paid $12 a ton, one paid $9 or 
$7; is that right? 

Secretary ALEXANDER. They all put their proposals on the basis of a 
minimum and another amount. 

Mr. Ciementr. Now, was there in any other proposal submitted to 
you as such a suggestion as the special rental agreement? Is there 
any other way you might describe this special rental agreement in the 
other proposals ? 

Secretary ALEXANDER. No, sir; I don’t consider that the equivalent 
exists in the other proposals. 

Mr. Ciemente. All right. In other words, the other proposals for 
the leasing of this works were to use the money for rehabilitation, the 
same as Mathieson, except they would not be reimbursed in the same 
fashion ; is that correct 

Secretary ALExAanDER. The difference was that in the case of Allied 
and United the money would not be paid to the Government and then 
repaid by the Government. 

Mr. Ciemente. That is right. 

Secretary AtexAnper. In each of the three instances the money 
would come from and stay with the tenant. 

Mr. CieMente. Yes, but you have the further point, also, don’t you, 
of the fact if they were going to make 200,000 tons and pay you $12 
a ton you would get all that money? Is that correct? And whatever 
they had over and above that, they would withdraw on the basis of 
amortization and the costs of operation from the other moneys which 
they had. 

Secretary Arexanper. You are referring—— 

Mr. CLemente. From the venture. 

Secretary ALEXANDER. To Mathieson ? 

Mr. Cremente. Not Mathieson. I am talking about Allied or 
United. 

Secretary ALEXANDER. That is right. 

Mr. CLeMeNTe. But in the case of Mathieson, you would return 
$600,000 out of moneys you received. 

Secretary ALexanperR. No, sir. I don’t think that is right. I don’t 
think that the $600,000 would ever have been paid over to us by Allied 
or United. 

Mr. CLtementeE. Whatever the figure is. 

Secretary ALEXANDER. Pardon? 

Mr. CiemMente. Whatever the figure is. 

Secretary ALEXANDER. Well, whatever the figure is. 

Mr. Ciemente. You would pay some money back, based on this 
special rental agreement ? 
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Secretary ALexanper. Yes. But we would have left after we had 
paid it back the same amount that we would have in the first place 
from the other two companies. 

Mr. CLEMENTE. Well, now, I don’t agree with you there. 

Mr. Cary. May I, Mr. Clemente, read into the record the provision 
in the lease dealing specifically with this return of money to which you 
referred ¢ 

Mr. CiemMente. Before you do that, I think Mr. Courtney has an- 
other question he wants to ask. 

Mr. Courrney. I would like to ask a question on the comparative 
rentals, Mr. Secretary, and see whether I state it correctly. In the 
evaluation which we have received here from United and from Allied, 
there was an unconditional offer on the part of each of these proposed 
lessees to pay a minimum amount in each year. In the one case it was 
stated at $500,000 and in the other case it was stated as $1,250,000, to 
which under this proposal would be added the cost of the rehabilitation 
which the Government 

Secretary ALEXANDER. By Allied and by United? Are you refer- 
ring to Allied and United ? 

Mr. Courrnry. Yes; I am trying to state the thing in the form of a 
question for the purpose of ma tking a comparison. 

Secretary ALeExanper. Right. 

Mr. Courtney. Now the figure of Ailied is $1,000,000 for rehabili- 
tation and the figure of United is $750,000, but for the purpose of 
equalizing the positions, let’s use $1,000,000, 

Now under the terms of those leases, therefore, or those proposals 
if they resulted in a lease, the Government would obtain in the case 
Allied $1,250,000 and since the lease would be a 5-year lease or for 
5-year period, there would be amortized by Allied, I would sienna, 
over the first 5 years, $200,000 of the rehabilitation costs. Am I cor- 
rect or incorrect ? 

Secretary ALEXANDER. I am not able to answer that. 

Mr. Courrney. Just assume that to be the premise. 

Secretary ALexanper. Right. 

Mr. Courrnry. Now against that you have—that would result in 
the case of United in a $700,000 minimum annual rent and in the case 
of Allied, $1,450,000, under the hypothesis I just put. Now the com- 
parison with that is contained in your paragraph 5 (b) where there 
is no fixed annual rental but there is a rental determined over a 5-year 
period where the guaranty is a total production within 5 years of 

521,000 tons. So that you are not able to say in making the compari- 
son in what year or what proportion in each year those 521,000 tons 

ire to be produced. 

Secretary ALEXANDER. That is right. 

Mr. Courrnery. That is correct; isn’t it ? 

Secretary ALExANDER. That is right. 

Mr. Courrney. And if at any time there should be a failure—a 
perfectly reasonable hypothesis—of Mathieson Co., let us say in 
the first or in the second year—put it in the second year—what then 
do you say would have been the recovery of the Government in the 
form of minimum rentals at the end of the second vear? Suppose it 
had produced none or only a small proportion of the 521,000 tons 
which it is required to produce as compared with minimum rentals 
which are offered by these other two/ 
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Secretary ALExANDER. There has been no production whatsoever in 
this period ? 

Mr. Courtney. Well, assume one no production and assume 200,000, 

Secretary ALEXANDER. To the extent there has been production 
there has been rental paid based on the royalty. So that one has to 
know what production there was during that period to know whether 
the minimum is going to be reached or required to be brought into play. 

Mr. Courtney. Well, that is true. But under the story that we have 
heard here so far—if I am incorrect in these figures please check me. 
I understand the maximum production of the plant would be about 
118,000 to about 120,000 tons. For the purpose of comparison of the 
annual rentals, let us assume that you don’t get into maximum produc 
tion until the last 2 years. In that case, then, the last 3 years produc- 
tion would be 360,000 tons; correct ? 

Secretary ALEXANDER. Yes. I think the annual production capacity 
is something over 200,000 tons. 

Mr. Courtney. Well, let’s take 200,000. 

Mr. CLEMENTE. 204,000. 

Mr. Courtney. 204,000, I think someone checked me. Let’s take 
200,000 for ready comparison. Well, under the terms of your proposal, 
then, in years 4 and 5 and still comply with the lease, Mathieson could 
produce 400,000 tons of the total tonnage required of it and would 
be only obligated in the first 3 years to produce a total of 121,000 tons. 
That is correct ¢ 

Secretary ALEXANDER. That is correct. 

Mr. Courtney. And how do you say, therefore, then, and under 
those circumstances that the Mathieson lease compares in terms of net 
yield to the Government and assuming no business hazards whatever 
with the proposal of United and with the proposal of Allied, which is 
an unconditional obligation as I understand it to pay in the first year 
$500,000 as against $1 million and so on? 

Secretary ALEXANDER. Mr. Courtney, there is no question, if Mathie- 
son had made this sizable investment in this plant and notwithstanding 
the testimony that you have heard regarding the need for the product, 
if they sat on their hands, having invested that money, and with ap- 
parently a good market for the product and they didn’t produce it, we 
would not be getting, until toward the end of the 5-year period, this 
minimum rental which has been referred to. I would have to say 
that it seems to me extremely unlikely that they would invest money 
and with the market the way it is, that they would not produce. | 
must say that we have considered it likely that they would. 

Mr. Ciemente. On the basis of saying now of sitting on their 
hands—let’s forget that. They are not sitting on their hands. Every- 
body is running at top speed. The place is producing 200,000 tons a 
year, 200,000 tons a year—your estimation would be on the 200,000 
tons that the Government would receive approximately $2,400,000 ; is 
that correct ¢ 

Mr. Cary. Roughly. 

Mr. CLementr. What would you say approximately that Mathieson 
would hold back as part of their rehabilitation program ? 

Mr. Cary. We would get the $2,400,000, period. 

Mr. CLemente. And they would keep what ? 

Mr. Cary. And if you assume as we did 

Mr. CLEMENTE. Yes. 
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Mr. Cary. That their gross operating revenue was three million, the 
six hundred would be termed special rental. 

Mr. Ciemente. All right. 

Mr. Cary. And then pursuant to the section I was going to refer 
to, namely section 34 of the lease, the following provision would 
apply : 

The lessee shall advance all costs of the rehabilitation program and shall 
reimburse itself for such advances by retention of the rentals provided for in 
conditions 1A-2, 1B-2, and 1C—2 of this lease. 

Note always the reference to “2.” That is the special rental. So 
there is no question but that the original rental is received by us and 
retained by us. 

Mr. Ciemente. All right. 

Mr. Cary. The other provision, section 34, however, says that 
Mathieson shall reimburse itself by retention of the rentals. That is 
the provision. 

Mr. Cremente. All right. Now, we assumed for the purposes of 
this hypothesis that they are getting back approximately * 500,000 a 


yea r. 


Mr. Cary. Six hundred if you say three million minus two million 
four. 

Mr. CLemMeNnTE. You get $600,000 a year ? 

Mr. Cary. Correct. 

Mr. CLemMenteE. They say the rehabilitation costs them $4,400,000; 
is that correct ? 

Mr. Cary. If we assume that figure: all right, sit 

Mr. Ciemenre. All right. In approximately a little less than 8 
years they will have collected all their money back; is that correct ? 

Mr. Cary. In 8 years they would have paid to us as rental and 
retained it as rental the rehabilitation cost; that is correct. But the 
facts are that the special rental provision is only operative for the 
first 5 years. So the $4,800,000 must be paid as special rental and 
retained by Mathieson within 5 years. 

Mr. CLEMENTE. $4,800,000 they would keep; is that correct? 

Mr. Cary. Right. 

Mr. CLementr. Now 

Mr. Cary. Roughly. 

Mr. Ciementr. Now we have 2 years to go on the 5-year option 
renewal. Now you get $3,000,000 again. 

Mr. Cary. Wait a minute. Two more years to go? I thought 8 
years. Where is the two more years, sir? 

Mr. CLemMEenteE. Two 5-year periods. 

Secretary ALexanver. No. sir. The option to renew in the case of 
the proposed lease with Mathieson was 15 years. 

Mr. Cremente. All right. The first 3 years have gone by of the 
i5-vear lease now—®) years and then 15 years; is that correct / 

Mr. Cary. All right, sir. 

Mr. CLrementr. Then you are still getting $3,000,000 a year, 
correct ¢ 

Mr. Cary. We are still receiving on the assumption of 200,000 pro- 
duction $2,400,000 per year 

Mr. Clemente. Wait a minute. 

Mr. Cary. After—let me make this clea 

Mr, CLeMentr. Yes. 
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Mr. Cary. After the total rehabilitation costs have been paid, 0: 
after the first 5 years the special rental provision vanishes. 

Mr. CLEMENTE. Where do you see that ¢ 

Mr. Cary. Well, I can’t pick them all out. But for example, in} 
the lessee shall advance all costs and shall reimburse itself for such 
advances—for such advances, namely, the rehabilitation program aid 
nothing more. 

Mr. Cremente. All right. I am using your own words in the lease 
Now you have paid them all the rehabilitation costs ¢ 

Mr. Cary. Right. 

Mr. Cremente. Now the next year, which is the ninth year of the 
lease, he again pays in for 200,000 ca which is $3,000,000. Do you 
turn any money back to anybody 4 

Mr. Cary. From there on and in fact after the fifth year we receive 
the 2.4 million and they just keep the balance, six hundred thousani. 

Mr. Cremente. After the ninth year? 

Mr. Cary. After the fifth year. The special rental is applicable 
only during the first 5 years. 

Mr. Ciemente. Well, they have already paid themselves $4,800,000 
to pay for the rehabilitation. Why should they continue getting 
$600,000 a year after the ninth year? 

Mr. Cary. I assume they are attempting to operate this for profit 

Mr. CLEMENTE. So? 

Mr. Cary. And what is their profit? Their profit is $600,000, if it 
amounted to that much on your assumption. 

Mr. Ciemente. Well, in the prior years you are talking about re- 
habilitating the place and now you are t talking about operating on a 
profit. You don’t mean to tell me when they start operating this 
plant they are going to operate on the basis of making money, for 
giving the Government $12 a ton for the chemicals coming out of 
there? The market on chemicals is certainly a lot more than $12. 

Secretary ALEXANDER. Mr. Clemente, the assumption that has been 
used on this was that the total receipts after deducting operating 
expenses were $3,000,000 and that the total rental payment which had 
to be paid by the Government was two million four. So that the on|) 
leeway was the remaining $600,000, which actually represent net 
profits, during the first 8 years. 

Mr. Ciemente. Yes, I know, Mr. Secretary, but you are talking 
about this lease on the basis of the full production of this place, on 
a figure to the Government of $12 per ton. Well, that of necessity 
couldn’t mean they are going to sell it at $12 a ton. They could sell 
it for $40 a ton, $42 a ton. 

Secretary ALexanpER. That is right. 

Mr. Ciremente. Eighty dollars a ton is the figure. 

Secretary ALpxanper. If you might let me explain further the 
basis of the assumption. The remainder, I mean the remainder of 
the gross income received by Mathieson, has been assumed to go to 
operating expenses of the plant other than rental. If you want to 
make another assumption we will do it with another assumption. 

Mr. Ciemente. I don’t go along with your assumption. You got 
20,000 tons of chemicals, and the Government is only clearing on the 
basis of its agreement $12 a ton. And if they have an open market 
at $70 a ton, the $58 a ton goes to the costs of operating ? 

Secretary ALexanpEr. We will make any assumption that you pre- 
fer, Mr. Clemente. That was the assumption made in that case; yes. 
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Mr. Ciemente. I don’t go along with the assumption. I was just 
trying to get you to give me the picture. 

‘Secretary ALEXANDER. If you have some other assumption we would 
be glad to follow through the theory on that. 

Mr. Cuemenrre. Mr. Secret tary, you are not going to tell Mathieson 
Co. how much to sell this stuff per ton, are you? 

Secretary ALEXANDER. No, sir. 

Mr. Ciemente. All right. Your basis of leasing is on $12 a ton. 
You are supposed to get a return on every ton of $12. 

Secretary ALexanpver. That is right. 

Mr. Ciemenrr. Why couldn't they take the rehabilitation out of 
the rest of the money between the $12 and the $70 which the y retail 
it for? 

Secretary Atexanver. They will in effect be doing that. We just 
assumed that the amount th: at they could take in any one year was 
$600,000. We can assume it is one or two million, just as easily. 

Mr. CLementeE. You are not assuming any such thing. You are 
asking them to pay the money into the Tre: isury and take it out again. 

Secretary ALEXANDER. Now you are going back to the statute. ‘But, 
nevertheless, you were saying you didn’t think that the assumption 
was a valid one because it didn’t give enough effect to the gross income 
of Mathieson. We would be gl: ad to take some other assumed income 
figure. 

Mr. CLEMENTE. That wasn’t my basis. In your proposed lease, page 
3, in 2A3, it says: 
in lieu of damages for lessee’s failure to produce said 521,000 short tons of 
anhydrous ammonia and/or methanol during the said 5-year period, an amount 
equal to $12 per short ton multiplied by the difference between the number of 
short tons of anhydrous ammonia or methanol actually produced during the said 
5-year period and 521,000 short tons. 

Will you tell me what that means, Mr. Secretary ¢ 

Secretary Atexanper. Yes; I certainly will. If in the 5-year 
period they produced 300,000 tons 

Mr. CLEMENTE. Yes. 

Secretary ALexanper. And no more, then they would be required 
to pay us under this minimum rental besides the $12 a ton—if the 
market price was $80 per ton—that they had already paid to us on 
the 300,000 they had produeed—— 

Mr. CiemMEente. Yes. 

Secretary Atexanper. An additional $12 a ton on 221,000 tons. 

Mr. CLemente. All right. Now tell me wherein that minimum 
rental comes in there, if you are going to pay on the basis of tonnage 
produced. 

Secretary ALEXANDER. That is it. If they produced zero, they still 
have to pay 521 times 12 

Mr. Cuemenrr. Then there isn’t any minimum rental ¢ 

Secretary Mieciven. Yes; there is. 

Mr. Cremente. The only rental they have is based on 521 tons of 
production. 

Secretary ALEXANDER. No, sir; it is paid even if there is no pro- 
duction. 

Mr, Cremente, That is what you are saying. 

Secretary ALEXANDER. No, sir. 
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Mr. Ciemente. You are saying if they only produced 300,000 tons 
they will name t to give you the difference multiplied by 12 of 221,000 
tons times $12 

Secretary ae r. Right. 

Mr. CLemente. Now where is the figure about the minimum rental 
of a million dollars a year? What happens to that figure? 

Secretary ALexanper. I don’t know what figure of $ $1,000,000 a 
year you are referring to. The minimum rental ‘for the 5- year period 
is 521,000 tons times 12 if there is no production. If the tonnage 
produced is less than 521,000 tons over the 5 years, they will have 
paid the royalty fee on the tonnage produced ($7 to $17 per ton) and 
must pay the sum of $12 per ton on the differen e between the tonnage 
produced and 521,000 tons—the minimum. 

Would you like me to try again on that one? 

Mr. Ciemente. W ell, I am trying. 

Reading from the Re al Estate Management Project No. 1, page 2, 
subdivision (d), the last two lines, it says, “The minimum guaranty 
for the last 10 years of the 15-year term is $1,250,000 per annum.” 
Now according to the proposed agreement you would firm up a lease 
for 5 years and the option to renew for an additional 15 years would 
be in the hands of Mathieson. Supposing Mathieson didn’t exercise 
its option to renew the lease, what good is the last 2 years there? 

Secretary ALEXANDER. What was the last part of your question? 
Supposing they don’t renew the lease, then what ? 

Mr. Ciemente. Then you have in here— 
the minimum guaranteed for the last 10 years of the 15-year term is $1,250,000 
per annum. 

Secretary ALEXANDER. If they do not renew ? 

Mr. Cremente. That is right. 

Mr. Cary. Where are you reading from, sir? 

Mr. Ciemente. Real Estate Management Project No. 1. That is 
the mimeographed sheet you submitted to the committee for its 
approval. 

Mr. Cary. Right. And what page? 

Mr. Ciemenre. Page 3, subdivision (b), the last two lines. 

Mr. Courtney. Page 2. It is paragraph 4 (b). I think the chair- 
man is referring to the last sentence. 

Secretary ALexanprerR. Yes. Now we read that provision. Would 
you mind asking the question again ? 

Mr. Ciemente. Well, I have to go back to the lease again. In your 
lease, page 3, 2 (b) ( (3), if you read that. tell me what connection there 
is between the minimum guaranty on page 2 of the Real Estate Man- 
agement Project No. 1 land page 3, section 2 (b) (3)? What does that 
mean in connection with that statement submitted to the committee / 
That starts with the sixth year. So I assume the fifteenth year option 
has been exercised already. 

Secretary ALExaNpeR. Right; 2 (b) (3) of the lease says 

Mr. Ciemenve. The last paragraph on the bottom of the page 3 
your lease. 

Secretary Arexanper. I have it. 

Mr. Ciemente. Will you tell me what that means in connection wit 
the statement you have in the paper submitted to the committee ? 
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Secretary ALexanper. Well, sir, it means that if the amount sold 
by Mathieson does not result in a rental to the Government of at least 
$1,250,000 

Mr. Cuemente. That is right. 

Secretary ALEXANDER. For each ‘year. 

Mr. Ciementr. That is right. 

Secretary ALEXANDER. Of the 10- -year period, that the difference 
between what was paid and the 1,250,000 must be paid to the Govern- 
ment by Mathieson. 

Mr. Cremente. The difference will be paid? 

Secretary ALEXANDER. Yes. 

Mr. CiemEenteE. Now, isn’t that a set figure? 

Secretary ALExanper. The 1.250.0007 

Mr. CLEMENTE. Yes. 

Secretary ALEXANDER. Yes, sir. 

Mr. Ctemente. Then there is a set figure ? 

Secretary ALexAnpeER. In the second ] period. 

Mr. Ciemente. All right. 

Secretary ALEXANDER. * Right. 

Mr. Cremente. Now, does the circumstances of the first 5-year 
—_— differ from the rental for the second term of 15 years ? 

Secretary Atexanper. The provisions are different; yes. 

Mr. CLEMENTE. They are quite different, aren’t they / 

Secretary ALEXANDER. Yes; they are. 

Mr. Ciemente. In other words, in the first 5 years you are working 
on a basis of number of tons? 

Secretary ALEXANDER. That is right. 

Mr. CLementeE. In the second term of the lease, which might be 
15 years, you are working on the basis of $1,250,000 ? 

Secretary ALExaNnpEeR. That is right. What seems to you curious 
about that? 

Mr. CLemente. I say, I was given the impression during the entire 
hearings here that the original lease, from the statement here without 
the lease, was that Mathieson had offered a fixed figure for the first 
5 years as a bare minimum of rental and in the alternative a rental 
based on the number of tons produced at the end of the year. Now 
you are telling me, by showing me the lease, that for the first 5 years 
there is no such fixed figure, except 521 tons at $12 a ton. 

Secretary ALEXANDER. Well, [ have not previously testified to you 
on what the provisions of the proposed lease to Mathieson was. 

Mr. Ctemente. This is the thing you gave us, Mr. Secretary. We 
had no lease. 

Secretary ALEXANDER. I am sorry Real Estate Project No. 1 and 
the lease are consistent. 

Mr. CLeMEente. We will take a recess for 5 minutes. 

(Short recess taken.) 

Secretary ALexanper. Mr. Chairman 

Mr. CLEME NTE. Let’s resume the hearings. 

Now, Mr. Secretary, would you compare it with the proposed lease 
of M: athieson and compare it with the leases or the proposals that were 
offered by Allied and by United and show in your discussion the ad- 
vantages to the Government or disadvantages to the Government of 
these proposals ? 
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Secretary ALEXANDER. Sir, here is what I should like to do, if I may: 


give you the reason why it was we felt that first Allied and then United & jhx 
could not be considered. pr 
Mr. Courrney. Just reverse that now, Mr. Secretary. United and && ob 
then you felt Allied couldn’t be considered. EM: 
Secretary ALEXANDER. Allied was the first one, it seemed to us, to | 
deserve consideration. an 
Mr. CLemenre. Is this the second go-round now ? Bey 
Secretary ALEXANDER. Yes, sir. It seemed to us on the second go- & pr 
round that Allied Chemical was the one with whom we should nevo- & ¢h 
tiate. That became impossible in our judgment on account of the 
position taken in the matter by the Department of Justice, at leas: J ro 
unless there was nobody else that could take care of the defense nee 
but Allied. Therefore, second we considered the United proposal and JE to 
it seemed to us that United’s proposal could not be accepted because 
of two basic reasons, one technical and the other financial. Therefore, — y: 
we attempted to see who else might be available to rent this facility — 
and the negotiations with Mathieson have produced a proposed lease & di 
which, in our judgment, adequately protects the Government’s 
interests. il 
Mr. CLementE. Now have you read the testimony of the hearings J Y 
wherein United testified as to their stability both financially and §& it 
technically ¢ n 
Secretary ALEXANDER. I have read the testimony. 
Mr. Ciementre. Do you care to comment on the testimony given — g 
here by Dr. Brown and the financial statements submitted here by 
Dr. Hammer? 
Secretary ALExANDER. Dr. Brown was always recognized by us as 
being an extremely competent man in his field. Most of the facts 
that he testified to were known to us and did not, in our judgment, 
establish completely that the company would be able to technically t 


operate the plant. We thought there was still some doubt. 

Mr. Courtney. Mr. Secretary, now you are familiar with the testi- 
mony of the last day here—October 24? 

Now, as it stands now, so far as the proposal of Mathieson is con- 
cerned and the request made of the committee for a lease approval, 
there isn’t any resemblance, or rather I should say there is no re- 
semblance, between the present proposal and the terms that were laid 
down in the invitation of the 25th of June, I believe it was, to which 
United and Allied responded, which had been spoken of here as the 
first and the second go-round. In other words, under the original 
proposals the lessee was directed to assume, one, the entire cost of 
rehabilitation and to pay for it as a direct cost and was also require(| 
to assume the burden or obligation of any royalties that might be due. 
that is if any be due. Now that same situation does not obtain and 
those same obligations in that form at least, under the proposal unde! 
which you are submitting the proposed Mathieson lease, is that right / 

Secretary ALexaNnper. Well, sir, Iam not able technically to answer 
whether they are exactly the same, but certainly it is my impressic) 
that the Mathieson proposal does involve its paying itself the cost of 
rehabilitation and reactivation and also paying to the Government a 
minimum and a royalty rental. Does that answer your question ? 

Mr. Courtney. Well, I am not clear that it does. 

Secretary ALExANDER. That is my opinion on it. 
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may: 


- Mr. Courrney. I am trying to get your views as to whether or not 
Jnited 


‘the same basis for bidding, let’s put it that way, the same basis for 
proposal in your opinion obtained in the first and second go-rounds as 
obtains now in the proposal made here by the Army to accept the 
' Mathieson lease ? 

Secretary ALEXANDER. Yes, there were differences between the first 
' and second go-round, but I don’t feel that there is any difference of 
substance between any part of the second go-round and the lease here 
proposed to you for approval. Did you wish to ask something about 
- the difference between the first and second go-rounds? 

Mr. Courtney. No. I think we would assume that the first go- 
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least J round is at an end. 

need No one seems to be concerned about that now. We have come down 
land & toan invitation of June 25, I believe it was, 1951. 

cause Now, are there any other matters in the record, Mr. Secretary, that 
‘fore, B you would like tocomment on? . 
cility Secretary Atexanper. Yes, there is one other, if I may. It is not a 
lease J direct comment 
ent’s Mr. CtementeE. Let’s finish up on this thing here. The negotiations 


that you had, was not a direct result of the bidding on the invitation. 
- You negotiated on the basis of what you would agree to take whether 
it was in the bidding or not, whether it was in the invitation to bid or 
not, is that right ? 

Secretary ALEXANDER. No, sir; that is not right. On the second 
_ go-round, we invited proposals, not bids, sealed proposals. 

Mr. Ctemente. And you got none from Mathieson / 

Secretary ALEXANDER. We got a letter. 

Mr. CLiemente. And you got two proposals? 

Secretary ALEXANDER. Right. 

Mr. Cremente. And the Allied was dispensed with on the basis 
that the Department of Justice would intervene in case they got it 
and the reason is the Sherman Antitrust Laws, and then secondly you 
determined that they were not—what, both financially and technically 
or just technically ? 

Secretary ALEXANDER. Both. 


rings 
and 


riven 
e by 


val, Mr. CLEMENTE. Both. Now what is the basis of the determination ? 
re In other words, who determined the technical ability of United and 

laid also who determined the financial ability of United? Did you deter- 
Lich mine it personally or did someone else ? 

the Secretary ALEXANDER. Mr. Clemente, I testified at length on that 

nal subject last Saturday morning and the final decision, unfortunately, 
of had to be mine, but the advice which I received was from a number of 
rec people, most of whom I referred to earlier in the testimony this 

lue, afternoon. 

ind Mr. Cremente. Well, all I asked you was a pointed question: Did 

de you or somebody else make the decision ? 

ht / Secretary ALEXANDER. I just answered, Mr. Clemente, that I had 

ver to make the decision. 

10} Mr. Ciemente. All right. And the decision was based on what, 
of Mr. Secretary ? 

ta Secretary ALExanpeR. It was based on the advice of the experts, 


financial and technical, about whom I have testified, and also upon 
the advice of the Deputy Comptroller of the Army as to United Dis- 
tillers’ financial ability and upon the advice of the Chiefs of Ordnance 
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and Engineers with reference to United Distillers’ technical capabili- 
ties. 

Mr. Ciemente. And they said what? The experts said what, Mr. 
Secretary ¢ 

Secretary ALeExanper. They said that there was some question in 
their mind about the technical ability of United to operate this type 
of plant and they stated, the financial experts stated, that in their 
opinion there was doubt as to the financial ability of United Distillers 
to carry out the terms of the lease which they proposed. 

Mr. Ciemente. Mr. Secretary, did anybody challenge the technical 
or financial ability of Mathieson to complete the lease ? 

Secretary ALEXANDER. It was thoroughly discussed among the ex- 
perts that I had to advise me. There was nobody who had serious 
qualms on that score, but the matter was very fully discussed pro and 
con both with respect to United Distillers and Mathieson. 

Mr. Ciemente. Well, I am trying to get the root of this thing and] 
am not very happy about it. But°I want to tell you that from the 
discussions I have had with a number of people, it appears that the 
first go-round and the second go-round was a subterfuge so you could 
lease it—now this is the discussion that is going around. Now whether 
it is true or not, I don’t care. But that is the theory that affects me 
very considerably, where a subterfuge-is employed by anybody to get a 
lease. Now whether that is true or not, I am not stating for the 
record. But we have to clear the atmosphere and whoever 

Secretary ArexanperR. May I answer that part for the record, 
please? 

Mr. Cremente. Wait a minute. Whoever your experts are on 
technical grounds and whoever your experts on financial grounds are. 
I don’t know, and I don’t know the background, and I am not going to 
challenge it. But from my observation when a man with a reputation 
of Dr. Brown tells me he has engaged four or five men who have been 
in the chemical field for years, a man who has operated the Morgan- 
town Ordnance Works for himself, I take that as some proof of the 
capability todo. Now, whether the financial status is sufficient enough 
I don’t know. But it would appear to me that on the basis of the 
statement that Mathieson gave here—their financial report shows, as | 
recall the testimony here now, whether it is true or not, that they 
were a $135 million corporation, of which a great proportion is fixed 
assets. I don’t know how much their cash amounts to. But that 
report—it was stated here the other day they bought 500,000 shares of 
was that Heyden Chemical ? 

Secretary ALEXANDER. It was a subsidiary of Heyden. It was re- 
ferred to as some potash company in the testimony. 

Mr. Ciemente. And that was since the lease had been proposed to 
your office. I wondered how much cash they had subsequent to that 
in order to carry out this venture which you say they are financially 
stable enough to carry out. 

Secretary ALExanpeR. Mr. Clemente, I’m afraid you have to ask 
them that. I only know the facts as they were according to the balance 
sheet at the time that we made the decision, the proposed decision. 

Mr. Cremente. I will then just ask you to refer to one more thing 
and I am through: On the first page of your base, which is the pro- 
posed lease of the Department of the Army, lease of industrial facili- 
ties, down where it starts with the words “This lease is granted subject 
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to the following provisions and conditions : One, that the lessee shall 
pay rental to the Government as follows.” And that to me means 
that somebody shall pay to the Government rental to be deposited i in 
the miscellaneous accounts of the Tre easury and there remain for the 
benefit of the general distribution of Government funds. Where you 
consider a special rental agreement and how you arrived at it and why 
the Judge Advocate Gener al said it was okay to do it, I fail to recog- 
nize the ‘basis under the law in view of this statute. 

It is very important we get a copy of the decision of the Judge 
Advocate General here and ‘if he hasn’t taken into consideration his 
determination of that section of the law, I ask you to get a new decision 
by the Judge Advocate General telling us that this new method of 
wiping out ‘the costs of rehabilitation, and through amortization and 
not certificate of necessity, is one which is in the law. Because the 
way I see it, in order to get a certificate of necessity and get 100 
percent certificate of necessity you would have to be engaged in totally 
defense work. I think that is the basis, although I don’t know. But I 
mean that was the assumption I worked under. How you arrived at 
vetting a certificate of necessity by using other words as a rental 
agreement, without going to the proper agency to get it, that is some- 
thing else I challenge. So until these things are determined, I am not 
clear in my mind whether I am proceeding ‘under the law or not. 

Secretary ALEXANDER. Mr. Clemente, T have already said that this 
sounds like an extremely well-raised point which we will get the 
Judge Advocate General’s opinion for you on. Whether or not he con- 
sidered it, I cannot say. 

Mr. Cremenre. Well, I want to tell you also that we are going to ask 
the Treasury Department to give us an opinion on the same thing. 

Secretary ALEXANDER. Right. May I—— 

Mr. Ciexenre. You may continue. 

Secretary ALexANpDER. Please refer to one thing. You indicated 
that it seemed to you, although you said vou didn’t care, that the way 
this thing had worked out it amounted to a subterfuge. 

Mr. CLemente. No. I didn’t say that. 

Secretary ALeExANDER. That you thought 

Mr. Cuemente. No. I said the conversations or the discussions are 
going on as to—after the statement of what happened—the two go- 
arounds were a subterfuge for the negotiating of the lease with Mathie- 
son. I said I don’t hold any stock in it one way or the other. It is 
either true or false. I am just telling you the basis of this thing is to 
clear the atmosphere. 

Secretary ALEXANDER. Right. AJ] I wanted to do is clear the atmos- 
phere on it and I must say Tam the person I suppose more responsible 
than anyone else. I must make the final decision. I am quite certain 
there is no subterfuge, no indirection, no attempt, except an intent to 
get the best possible operator for this plant. 

Mr. Ctemente. I am not challenging your authority, Mr. Secretary. 

Secretary ALEXANDER. No, but you said the air should be cleared, so 
[ would like to clear it that way. 

Mr. Courrney. Mr. Secretary, and this may not be a question di- 
rected to you but to counsel, as I understand this lease proposal comes 
before the committee under the terms of your authority to lease, which 
is section 1270 of title 10 of the United States Code. 

Mr. Cary. That is correct. 
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Mr. Courtney. That is the section you are invoking. 

Mr. Cary. The normal leasing power given to the authority. 

Mr. Courrney. The normal leasing authority of the Secretary of 
the Army ? 

Mr. Cary. Right. 

Mr. Courrney. So far as your disqualification—as a matter of fact, 
that is stated in the proposal of lease, I believe, as the public law. 

Now then, so far as your disqualification of Allied is concerned, 
what is the fact as to whether or not you relied entirely and accepted 
entirely and as final and conclusive the communication which you 
received from the Attorney General concerning the disqualification 
of Allied? 

Secretary ALEXANDER. Sir, I considered that that letter made it 
binding upon me not to ask this committee’s approval for a lease to 
Allied unless there wasn’t any other way to serve the interest of 
national defense. 

Mr. Courrney. In other words, you regarded that decision or that 
information received from the Attorney General as final and binding 
upon you and you did not question at any time, nor have you since 
questioned the authority, if you please, of the Attorney General to 
make such a finding? 

Secretary ALExaNnpeER. No sir, I have not questioned that. I have 
asked the Judge Advocate General what the letter meant in practical 
terms. 

Mr. Courtney. But you did accept the decision as final? 

Secretary ALEXANDER. Yes sir. 

Mr. Courtney. In your official capacity ? 

Secretary ALEXANDER. Yes, sir. I only want to be sure that when 
you say final or binding, it is with that qualification, that if no other 
way were found to serve the national defense except to lease to Allied 
it might be we would have to lease to Allied. 

Mr. Courtney. Well, with that qualification, however, you accepted 
that as a final determination which was binding upon you? 

Secretary ALEXANDER. I did. . 

Mr. Courtney. And you at no time have questioned the authority of 
the Attorney General in that respect? 

Secretary ALExaNnpER. No sir. I asked the Judge Advocate Gen- 
eral whether he also felt that the Attorney General had this power 
and he said “yes.” 

Mr. Courtney. Now, is there anything, Mr. Secretary, that we have 
omitted, overlooked, or which requires in your opinion clarification 
or discussion? JI am not sure that we have covered all of the points 
that may have suggested themselves to you as you went over thie 
transcript. I understand now you want to amend the presentation 
to the committee by adding four or five words to paragraph (¢)—— 

Secretary ALeExanDer. I should like to do so, sir, yes, because with- 
out that I don’t think it completely summarizes the lease. 

Mr. Courtney. For the purpose of clarification only. 

Secretary ALEXANDER. Sir, for the record, I think las a point that 
Mr. Clemente was interested in there. Perhaps Mr. Cary could better 
cover it. I think the lease and the terms of the real estate project 
which Mr. Clemente read are in fact consistent with one another. It 
takes quite a reading to do it by a lawyer. So perhaps Mr. Cary had 
better explain that. 
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Mr. Cary. This—— 
Mr. Courtney. Well, with all due respect—— 
Mr. Cary. Perhaps Mr. Clemente would rather not hear the at- 


' tempted explanation. 


Mr. Courtney. I think we should. Excuse me, Mr. Cary. 
May I ask you a question before you proceed, Mr. Cary, and then 


I will be through with the secretary. 


Mr. Secretary, are there any outstanding contracts having to do 


_ with any work on the Morgantown ordnance plant at the present time? 


Secretary ALEXANDER. Yes, sir; there is one contract for work on 


- the Morgantown plant now. 


Mr. Courtney. And what is the nature of the work and what is the 


' contract ? 


Secretary ALEXANDER. Well, the contract, sir, is with the Mathieson 


_ Chemical Co. to rehabilitate or reactivate the plant for the account of 
_ the Government, or for any other tenant who might develop for the 
| premises, in case your committee does not approve the lease to Mathie- 
_ son. The reason for that contract is that, as you have heard testimony 
| from Agriculture and otherwise, this thing has been dragging along 
_ quite a while and we have felt it in the national interest to get the 
_ rehabilitation going. If the Mathieson lease is approved by your 
' committee, Mathieson will pay this rehabilitation cost in accordance 
| with the lease. If the lease is not consummated, we will be part way 
' along the process of rehabilitation. 


Mr. Courtney. Then I understand there has been a negotiated lease 


- entered into with the Mathieson Co. to accomplish the rehabilitation 
' which was contemplated under the lease ? 


Secretary ALEXANDER. Sir, you said there has been a negotiated 


' lease with Mathieson. 


Mr. Courtney. No,no;Iamsorry. I misstated it ifI did. 
Secretary ALexanpeER. A contract to rehabilitate. 
Mr. Courtney. The question is, Mr. Secretary, whether or not 


_ Mathieson Co. now holds a lease or a contract to accomplish the re- 
| habilitation which was contemplated under the lease proposal made 
_ to the committee and when that contract was entered into and its 
| scope. 


Secretary ALexanper. Mr. Courtney, I will have to answer it by 


' saying that I directed that such a contract be entered into. I did 
' not examine into the details of it other than to make sure that it was 
_ the work which would have to be done in any event by anybody that 
| leased this plant. I will have to ask somebody else here, one of these 
_ witnesses that we have who is familiar with it—are you, Dr. Bengis? 


Dr. Benats. No. 

Secretary ALExanpeR. Are you, Colonel Webb? 

Colonel Wess. We gave them a right or entry rather than 
Secretary ALEXANDER. Col. Milburne Webb. 

Mr. Courtney. Will you straighten us out on that? 

Colonel Wess. We gave them a right of entry, which has the same 


effect as a contract, on the rehabilitation work for the account of the 
| Government, for which they will be reimbursed if they do not get 


the lease. If the plant is leased to Mathieson, then Mathieson will 
stand the rehabilitation expenses for which they will be reimbursed 
under the terms of the lease. 

91423 O—51——15 
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Mr. CLEMENTE. You mean there is a contract outside the lease now! 

Colonel Wess. It is a right of entry. 

Mr. CLemente. You gave them the right on entry, and you are go. 
ing to expend the sum of $414 million for rehabilitation. 

Colonel Wess. We are not going to expend. They will be rein. 
bursed if they do not get the lease. 

Mr. CLemente. That is what Iam saying. If there is no lease, they 
are reimbursed. Then that means you issued a contract for $414 mil- 
lion without asking for any other bidders. You give them a right 
of entry to just go in and rehabilitate it. 

Colonel Wess. That is right. 

Mr. Ciemente. Under what authority did you do that, Colonel ? 

Colonel Wess. I would have to ask the lawyers. It is a right of 
entry, which the Secretary has the right to give to anyone. 

Mr. Cremente. Suppose the lease is given to the Spencer Chemical 
Co. and they don’t like the way Mathieson is performing the contract. 
Will they throw him out ? 

Colonel Wess. When they take over the lease they will assume the 
rehabilitation themselves if the lease is given to somebody else. How- 
ever, the rehabilitation is not to suit Mathieson but to suit the Gov- 
ernment, because the Government has gone in and checked the re- 
habilitation program and has approved it. 

Mr. Ciemente. I understand that, Colonel. Why didn’t you give 
the right of entry to the Allied Chemical Co.? They would be produc- 
ing chemicals. They would be rehabilitating the plant. 

Colonel Wess. Because we didn’t propose to lease to Allied 
Chemical. 

Mr. CLEMENTE. In other words, you don’t propose to lease to any- 
body except Mathieson ? 

Colonel Wess. Under the present terms; right. That is the reason 
we ask the authority of this committee to approve the lease. 

Mr. Ciemente. Would somebody put in the record under what 
authority they gave Mathieson the authority of right of entry into the 
works and start rehabilitating it? Because I certainly don’t know. 

Secretary ALexaNpDER. We will insert that for the record, Mr. 
Clemente. And may I insert at this time a copy of the letter from 
Mathieson to the district engineer and the reply of the district engi- 
need and the schedules showing the approved work to be done on re- 
activation and rehabilitation. 

Mr. Ciemente. Put that in the record. 


Mr. Courtney. Very good, Mr. Secretary. 
Mr. Cremente. Will you give us that date of that, please, Mr. 
Secretary ? 


Secretary ALexanper. The letter from Mathieson to the district 
engineer is dated September 27, 1951, and the approval by the district 
engineer is October 2. 

Mr. Courtney. October 2. Now Mr. Secretary, the committee will 
have to get its records straight, too, on this operation. We will inser' 
here—the law under which this presentation was made was only ap- 
proved on the 28th day of September, 1951. It is Public, 155. And 
the committee has had this matter under consideration since October 
16,1951. I think that is correct, isn’t it? 
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Secretary ALExaNnpeER. I can’t answer that personally. 
Mr. Cary. I believe so; yes, sir. 
Mr. Courtney. Now, the date of the contract for rehabilitation 


' is what, Colonel ? 


Colonel Wess. Pardon me? 

Mr. Courtney. The date for the contract is what ? 

Colonel Wess. It is the right of entry. 

Mr. Courtney. That isa play on words. It is a contract for which 
they will be paid for the work done, isn’t it ¢ 

Colonel Wess. It is the 21st of September, I believe, when it was 
executed, if I remember correctly. Although I don’t have a copy, I 
believe it is the 21st of September. 

Mr. Courrnry. September 21, 1951? 

Colonel Wess. Yes, sir. 

Mr. Courtney. Colonel—— 

Colonel Wess. The 27th of September. 

Mr. Courtney. The 27th of September 1951 ? 

Colonel Wess. Yes, sir. 

Mr. Courtney. Colonel, if that isn’t a correct date, you feel at 


liberty to change it for the record. 


Colonel Wess. Yes, sir. 
Mr. Courtney. And does the contract have a fixed amount in it? 


' Does the contract have a fixed sum to which the Government is 


' obligated ? 


Colonel Wess. No, sir. 

Mr. Courtney. In other words, there are specifications of the work 
to be done? 

Colonel Wess. That was agreed to after the right of entry was 


_ granted. The engineers, the ordnance people, and Mathieson went 


» down to the plant, inspected it, and agreed to the scope of the work to 
| be performed. What it will cost is an estimate anyhow because in 


rehabilitation you don’t know exactly what it is going to cost. 

Mr. Courtney. Well, it is what amounts to a cost-plus contract ? 

Colonel Wess. Just a cost contract. 

Mr. Courtney. Just a cost contract. 

Colonel Wess. Yes, sir. 

Mr. CLemente. Mr. Secretary, I would appreciate it if you would 
supply the record two photostatic copies of the letter instead of the 
copies. Nobody certified as to the correctness of the copies. If you 
want to testify they are correct copies, I will take your testimony there. 
And I would like to know under what basis this project started for 
the rehabilitation. Was it by invitation to the Mathieson Chemical 
Co. to rehabilitate? Was it a letter proposal from your office / 

Secretary ALEXANDER. Mr. Clemente, when it appeared that we 
could negotiate an agreement that appeared to me to protect the Gov- 
ernment to lease this plant with Mathieson, there were then a number 
of steps that had to be taken before Mathieson could possibly start 
in there as a tenant. It would take 90 to 120 days. We were under 
great pressure to get production going in this plant in accordance with 
what the Department of Agriculture requested of us, and I made the 
decision then that we had been so long in trying to arrive at a fair 
solution on this thing that I did not wish to delay activation of the 
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plant any longer. And, recognizing that first of all your committee 
must approve the lease; second, that the Chilean Government had to 
be notified ; and, third, that du Pont had a refusal, all of which would 
take at least I thought 90 to 120 days, I did not wish to slow up the 
activation any longer; and on account of that at that time I requested 
that they be given a right of entry in order that they could start 
rehabilitation. 

Mr. Courtney. Now, Mr. Secretary, may I ask right there, What is 
the time within which this plant is to be placed in activation if you 
choose to use the word under the terms of this right of entry?  [s 
there a time limit on it or what is the forecast as to the period required 
for rehabilitation before the plant will be ready to go into production’ 

Secretary ALEXANDER. May I suggest, Mr. Courtney, that Mathie- 
son can probably testify to that better than we can right now. 

Mr. Courtney. Well, whoever is qualified to answer that question. 

Secretary ALEXANDER. Could you testify to that better than we can! 

Mr. Kiacssrunn. The lease provides for a period of 5 months from 
the date the lease is executed. We have begun work in early October 
on the collection of our staffs. The men have gone into the plant 
within the last few days to begin the physical work. And we esti- 
mate, subject to availability of materials, that we will be in production 
February 1. 

Mr. Courtney. Now, that will be true, Mr. Klagsbrunn, whether 
the work is accomplished under the right-of-entry contract or whether 
it is accomplished under the terms of the lease which you propose; is 
that correct? 

Mr. Kuacssrunn. That is correct, sir. 

Mr. Courtney. The same target date in both cases. 

Mr. Kuacssrunn. As far as Mathieson is concerned, it is the same 
target date. The right of entry provides that the Army can termi- 
nate the right if they saw fit, which would naturally terminate the 
rehabilitation work at that point. We are working to the same target 
date under the rehabilitation contract. 

Mr. Courtney. As you would if you received the lease? 

Mr. Kuacssrunn. Correct, sir. We did that because the Army re- 
quested us to undertake such an activity in the interests of getting 
the plant reopened at the earliest possible date. 

Mr. CLEMENTE. Wait; I want to ask another question. I assume 
from the statement here, which says “summary rehabilitation costs,” 
that the total costs will be $4,869,100; is that correct ? 

Mr. Kiacssrunn. That is correct. That has been the estimate that 
Mathieson has made of the rehabilitation costs and has been approved 
by the Army. 

Mr. Ciemente. And, in the letter from the district engineers to 
Mathieson Chemical Co., nowhere in the letter is there a statement 
which refers to the amount of money which they have agreed to pay 
for the rehabilitation. 

Mr. Kuacssrunn. It wouldn’t be necessary, Mr. Chairman, since 
it clearly refers to our letter and our submission of the rehabilitation 
program which contains the figure you have just read. 

Mr. Ciemente. This will be the next exhibit. 
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(Rehabilitation cost exhibit follows:) 


REHABILITATION COSTS FOR MORGANTOWN ORDNANCE WORKS 


Corps OF ENGINEERS, UNITED STATES ARMY, 
OFFICE OF THE DISTRICT ENGINEER, LOUISVILLE DISTRICT, 
Louisville 3, Ky., October 2, 1951. 
Refer to file No. OVLVR 680.41 (Morgantown Ord Wks) 187.1 


MATHIESON CHEMICAL CORPORATION, 
Mathieson Building, Baltimore 3, Md. 

GENTLEMEN: Reference is made to your letter of September 27, 1951, with 
which you transmitted to this office a program for the rehabilitation of Morgan- 
town Ordnance Works, Morgantown, W. Va., from stand-by to operating condi- 
tion, exclusive of the coke-oven facilities. 

The rehabilitation program was prepared and submitted by you in accord- 
ance with the provision of article 34 of the lease which was recently negotiated 
between your company and the Department of the Army. The program is ap- 
proved without modification, and you are authorized to proceed with rehabilita 
tion of the plant in accordance with right of entry granted you by the Depart- 
ment of the Army pending formal execution of the lease. 

The commanding officer, Morgantown Ordnance Works, has this date been 
requested to deliver to your representatives at the plant such drawings and 
plans as he may have pertaining to buildings and utilities. This office has not 
as yet been authorized to turn over to you drawings, schedules, charts, and other 
information pertaining to processes and operating equipment. Upon receipt of 
such authority, you will be promptly notified. 

While the return of property removed from the plant subsequent to June 1, 
1951 is not within the authority of this office, the matter will be discussed by Mr. 
R. D. Carter of this office with your representatives at the plant upon his arrival 
on October 3, 1951. 

Sincerely yours, 
C. Brpeoop, 
Lieutenant Colonel, CE, District Engineer. 


MATHIESON CHEMICAL CORP., 
September 27, 1951. 
DISTRICT ENGINEER, 
Corps of Engineers, Louisville District, 
Louisville, Ky. 

Dear Six: Pursuant to condition 1 of the right of entry and to condition 34 
of the lease, which instruments have been negotiated between the Army and 
this company, we submit herewith, for approval, a program for the rehabilitation 
of Morgantown Ordnance Works from stand-by to operating condition, exclusive 
of the coke-oven facilities, which is entitled ‘Rehabilitation Costs for Morgan- 
town Ordnance Works. June 20, 1951.” 

Until it is determined what facilities currently used in the operation of the 
coke ovens belong to Sharon Steel Corp. and what purchases will have to be 
made in order to keep or place the coke ovens in cperating condition, no deter- 
mination can be made of the extent of rehabilitation required. However, we 
did not wish to delay the entire rehabilitation program until such a determina- 
tion could be made, and will submit a supplemental program for the coke ovens 
in the near future. 

The rehabilitation program is also being submitted subject to the following 
understanding and conditions: 

(1) In order for the rehabilitation program to be carried on promptly and 
effectively, it will be necessary for us to receive first from you a complete set 
of the drawings of the plant; otherwise, work would be seriously hampered 
and delayed, and may, in material respects, become impossible. Accordingly, 
the rehabilitation program cannot be undertaken properly until such drawings 
are available. 
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(2) We have reviewed the list of property removed from the plant since June 
1, which has just been made available to us, and find that it consists, in the 
main, of items of highly critical materials urgently needed at an early date in 
the performance of the rehabilitation program. We hope that these items may 
be returned to the plant, and believe that this should be possible since some 
of the shipments listed were of recent date—the last on September 17, 1951 
Unless the material is promptly returned or otherwise obtained, it will delay 
the rehabilitation program. 
Very truly yours, 
MATHIESON CHEMICAL CorRP 
Poe: Sree ee 
Ezecutive Vice President 


REHABILITATION COSTS FOR MORGANTOWN ORDNANCE WoRKS 


By M. B. Wright, R. D. Runner, L. A. Melton, W. W. Smiley, R. V. Montville, and 
L. S. Howe, June 20, 1951 


Summary rehabilitation costs-—- Morgantown Ordnance Works 








Direct labor Field | Other 
super- | super- 
vision | vision 
and ex- | and ex- 


Man- 
hours Amount 


| 





1. Power division: 
(a) Raw and filtered water-_--. _- 9,093; $18,200) $31,100 

(b) Steam generation 60,120; 120,200) 104, 700 

(c) Generated and distributed 
electric Hi. .| 23,879} 47,800) 31,500 


Total__- - _..-..-| 93,092} 186,200) 167,300 " $492, 000 
. Gas generation 123, 738} 247,500) 209, 000 ; 640, 
3. Synthesis plant 479, 412} 958,800) 871, 500)1, 830, : 2, 543 
. Alcohol still house 47,260; 94,500) 53,100 ' | 217, 
. Formaldehyde plant wie 26,910) 53,800; 48,800 2, 5 148, 
3. Hexamine piant mine i" 19, 432 38,900) 37,100 ‘ , | 105 


























Subtotal A = 789, “4 1, 579, 7001, 386, 800) 2, 966 4, 146 00 
. Services: | 

(a) Raw water ee : Sankus . ? 
(b) Filtered water-_- m hoe I Yo a ns a, |) 
(c) Steam __-- j 5 
(d) Electric power 





Subtotal B 
. New equipment: 
(a) Furniture and fixtures: 
Furniture ___-- 
II. Office equipment _ 

(6) Cafeteria equipment 

(c) Automotive equipment 
(d) Machine tools ba 


glag| segs 





Subtotal C 
. New building and process e quipment 


Grand total See a, 59,70), 85, 0038, 


340, 0 








| 486, 100) 694, 300 4, 869, 100 
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Mr. Courtney. Mr. Secretary, is there anything further that you 
jesire to discuss ? 

Secretary ALEXANDER. In one sentence, I would like to repeat that 
his is one of those extremely difficult decisions which has to be made 
¥rom time to time which I have made, recognizing that whichever of 
hree ways at least it was decided there could well be questions which 
would be difficult to answer asked. I still am confident that this is the 
est decision from the point of view of defense as well as the taxpayer 
snd the Department of Agriculture. It is with that I close. 

Mr. Courtney. And your decision with respect to the contract for 
rehabilitation, which is called a right-of-entry contract, was for the 
rpose of avoiding any delay in the activation of the plant regardless 
f which decision should ultimately be made ? 

Secretary ALEXANDER. Right. 

Mr. Courtney. So there would be no delay in making the product 
available, whomsoever may be the lessee. 

Secretary ALEXANDER. That is right, Mr. Courtney; and there would 
have been in my judgment 3 or 4 months’ delay had we had to wait 
until a lease had been approved and signed. 

Mr. Courrney. And that was the basis for your decision ? 

Secretary ALExaNDER. That is right. 

Mr. Courtney. And in making that decision, you took into account 
‘the reputations of the Agriculture i gg among other things? 

Secretary ALEXANDER. Very strongly. They forced us to take it 
Finto account. 
| Mr. Courrnry. Mr. Chairman, is there anything else, Mr. Secre- 
‘tary! Iam sorry, Mr. Cary was about to embark, Mr. Secretary, on a 
‘statement of some legal propositions here and we diverted ourselves 
‘foramoment. I assume he still has that in mind. 
| Secretary ALexanper. Mr. Courtney, perhaps it would suffice if I 
‘said for the record that in my judgment the minimum rental provi- 
‘sions in the lease and in the summary real estate project No. 1 are 
‘identical. If anybody on the committee or staff desires a full explana- 
tion of that, Mr. Cary will be glad to supply it on or off the record. 

Mr. Courtney. I think that probably covers it; don’t you think so, 
Mr. Chairman ? 

Mr. CLEMENTE. Yes. 

_Mr. Courrnny. I think that is right. Thank you very much, Mr. 
Secretary. 
| Secretary ALEXANDER. You are quite welcome. 


4 DEPARTMENT OF THE ARMY EXPLANATION OF THE ADDITIONAL RENTAL PROVISION 
' IN THE PROPOSED LEASE OF MORGANTOWN ORDNANCE WorKS WITH MATHIESON 
CHEMICAL CORP. 


| The “additional rental” provision is set forth in sections 1 (a) (2), 1 (b) (2), 
'and1 (ec) (2), and 34 of the proposed lease with Mathieson. It should be made 
‘lear that if no rehabilitation costs were involved this provision would not have 
| been requested by Mathieson. However, since the proposed costs are $4,869,000 
| the question was posed whether that sum must be amortized and thus taken as a 
| ‘ax deduction over the period of the lease or could be amortized and deducted 
, Na shorter period. 

pA fundamental point in understanding this provision is the fact that total re- 
, habilitation cost of a lease may be amortized for tax purposes over the period of 
; the leasehold. Amortization of leasehold improvements is unlike depreciation 
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of a plant because at the end of the lease term the lessee loses all right and title 
to the improvements and property leased. 

Under these circumstances, Mathieson took the position with the Army tha 
in all probability it could amortize the rehabilitation costs over the 5-year peri, 
of the lease because the original term then expired. Because of the amount of 
the costs, however, Mathieson stated its desire to amortize them over a shorter 
period if the Treasury would permit. Hence, it proposed the additional rentg) 
provision by which the net profits (after the minimum or tonnage rental) of 
Morgantown would be paid as rental, and hence deductible, but retained py 
Mathieson until they equaled the rehabilitation costs. ; 

Mathieson could have arranged to amortize the rehabilitation program over q 
period of, for example, 3 years if the Army had been willing to enter into a lease 
having a term of 3 years. However, the Army had concluded that the minimyun 
lease terms should be 5 years. Unlike a 3-year lease term over which the rehg. 
bilitation costs could assuredly be amortized, the lease as negotiated affords 
Mathieson the opportunity of amortizing the rehabilitation costs over the 3-year 
period if the Treasury Department approves and if the earnings over and above 
eost of production, including rentals, equal or exceed the rehabilitation cost jy, 
3 years. Thus the Army has the minimum lease term of 5 years and Mathiesoy 
has the possibility, but not the assurance, of amortizing the rehabilitation cost 
over a shorter period. 


COMPARISON OF RETURNS TO GOVERNMENT——-PROPOSAL SUBMITTED BY UNITE 
DISTILLERS OF AMERICA, INC., VERSUS LEASE ‘TERMS NEGOTIATED WITH Marutr. 
SON CHEMICAL CORP. 


(Nore.—The return to the Government under the lease terms negotiated with 
Mathieson (as set forth below) is unqualified. As stated in paragraph b of 
the submission to the Committee on Armed Services, “Mathieson will advance 
all cost of the rehabilitation program and will reimburse itself by retention of 
special rental reserved for that purpose equal to an amount consisting of a sum 
arrived at by subtracting the cost of production (note: including the renta! 
return to the Government as a cost) from net receipts from sales until a total 
amount of such rental is equivalent to the cost of rehabilitation program.” This 
“special rental” can therefore be ignored for purposes of comparing the United 
proposal with the Mathieson lease.) 








| 
| United Dis- estat 
tillers Mathiesor 
Firm term. -.--. TOE LOS a Ne ; ra ae years__| 15 ' 
eee ee ee eee BON Bae ee : nals ir eS 0 IF 
pe Se aeons Sane eer yee O p Haat Ses kicta-b psf 15 2 
Guaranteed annual rental. - -- - | 1 $500, 000 re 





1 £7,500,000 for 15 years. 

? Mathieson guarantees production at 50 percent capacity for the 5-year period of its lease, based on an 
estimated maximum average Of 208,400 tons of ammonia a year, which is considered to be approximately th: 
maximum which can be attained within that time. The least possible financial return would amount to 
$729,400 for the first year, and $729,400 plus $288,000 (approximately) for coke produced and not used at thi 
plant, for the next 4 years, or a total of $4,799,000 for the 5-year period. Because of the escalator clause for 
rental computations, the guaranteed minimum could amount to $1,771,400 for the first year, and $1,771,400 
plus $288,000 for the next 4 years, or a total of $10,009,000 for the 5-year period, 


Maximum annual rental (based on 208,400 tons of ammonia a year, and on 
various degrees of production on ammonia only and on combinations of methano! 
and ammonia) is shown below. (Four of the five units can be switched to 
methanol, producing about two-thirds the tonnage. Coke ovens produce about 
420,000 tons annually, of which about 276,000 required for plant operation 
United offered 85 cents a ton for all coke; Mathieson $1 a ton for coke not used 
in plant operation. ) 

(a) Maximum production (ammonia only) : 
(1) United: 
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; Maximum production—Continued 
(2) Mathieson: 
(a) Ammonia $90 or more a ton, methanol 36 cents 
or more a gallon: 
Ammonia; 206400¢$17...... =... $3, 542, 800 
Coke, 144,000 $1 


(a 


3, 686, 800 


Ammonia $85 a ton, methanol 34 cents a gallon: 
Ammonia, 208,400 x $14 2, 917, 600 
Coke, 144,000 x $1 


3, 161, 600 
Ammonia $80 a ton, methanol 32 cents a gallon: 


Ammmonin.:: DOB 4G0% G12 iis os cs 
Coke, 144,000 $1 


Ammonia $75 a ton, methanol 30 cents a gallon: 
Ammonia, 208,400 $10 
Coke, 144,000 $1 


2, 228, 000 


Ammonia $70 a ton, methanol 28 cents a gallon: 
Ammonia 208,400 x $7 
Coke, 144,000 $1 144, 000 


1, 602, 800 


(b) Maximum production (ammonia 8 trains, methanol 2 trains) : 
(1) United: 
emote... 5 2 O40) ie SES ir Fn i 1, 500, 480 
Methanol,..56,574 X80. < 2 6 ete 500, 166 
Light oil, 2,646,000 < $0.025____..-__-_- Cn) eee 5 66, 150 
Cee “AI Oe BO SO an oe 357, 000 


Total 


(2) Mathieson: 
(a) Ammonia $90 or more a ton, methanol 36 cents 
or more a gallon: 
Ammonia, 125,040 $17________- - Ss ivcsiies bites” eee 
Methanol, 55.574 « $17 he ere ie ake 944, 758 
A SGD es ee 144, 000 


Total : 3, 214, 438 


Ammonia $85 a ton, methanol 34 cents a gallon: 

Ammonia, 125,040 « $14 , TH0, 560 
Methanol, 55,574 $14 888, 036 
Coke, 144,000 x $1 144, 000 


Total : 2, 782, 596 


Ammonia $80 a ton, methanol 32 cents a gallon: 

DEAREST HC OE oe cere canne Lb, 900; 480 
Oe es 8k Sod |. Ee 666, SSS 

Coke, 144,000 x $1 ¢ GR ha, OT 144, 000 


—_—_____.__ 2. 


ER so id tide es ener cnc: pes ee 
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(vb) Maximum production—Continued 
(2) Mathieson—Continued 
(d@) Ammonia $75 a ton, methanol 30 cents a gallon: 
Ammonia, 125,040 $10 $1, 250, 040 
Methanol, 55,574 $10 59D, 740 
Coke, 144,000 x $1 144, 000 


Total 1, 949, 780 

(e) Ammonia $70 a ton, methanol 28 cents a gallon: 
Ammonia, 125,040 x $7 875, 280 
Methanol, 55,574X $7 389, O18 
Coke, 144,000 x $1 144, 000 


Total 1, 408, 298 
(c) Maximum production (ammonia 1 train, methanol 4 trains): 


(1) United: 
500, 160 


: 1, 000, 
Light oil, 2,646,000 X $0.025 66, 150 
Coke, 420,000 X $0.85 357, 000 
1, 923, 642 
(2) Mathieson: 
(a) Ammonia $90 or more a ton, methanol 36 cents or 
more a gallon: 
Ammonia, 41,680 x $17 708, 560 
Methanol, 111,148 $17 1, 889, 516 
Coke, 144,000 $1 144, 000 


2, 742, 076 


(b) Ammonia $85 a ton, methanol 34 cents a gallon: 
Ammonia, 41,680 X $14 583, 520 
Methanol, 111,148x $14 1, 556, 072 
Coke, 144,000 x $1 144, 000 


2, 283, 592 


(ce Ammonia $80 a ton, me thanol 32 ce nts a gallon . 
500, 160 


1, 333, 776 
144, 000 


1, 977, 936 


(d@) Ammonia $75 a ton, methanol 30 cents a gallon: 
Ammonia, 41,680x $10 416, 800 
Methanol, 111,148 $10 1, 111, 480 
Coke, 144,000 $1 144, 000 


1, 672, 280 

(c) Ammonia $70 a ton, methanol 28 cents a gallon: 
Ammonia, 41,680 $7 291, 760 
Methanol, 111,148 $7 778, 036 
Coke, 144,000 x $1 144, 000 


1, 213, 796 
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144. O00 


LOS, 298 


00, 160 
100, 852 
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57, O00 





23, 642 
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4, O00 
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STATEMENT OF ARCHIBALD 8S, ALEXANDER ON THE PROCEDURE RESPECTING THE FIRST 
AND SECOND INVITATIONS FOR LEASING MORGANTOWN ORDNANCE WORKS 


Prior to 1951 the Department of the Army unsuccessfully attempted to lease 
the Morgantown Ordnance Works, West Virginia, as set forth in correspondence 
already submitted to the committee. During April and May of 1951 the plant 
was again advertised in newspapers and trade journals. An invitation to bid 
dated May 4, 1951, was forwarded to all companies evincing an interest in the 
plant. Under applicable statutory authority (Public Law 364, 80th Cong.) and 
in accordance with well-established procedure developed by the Corps of Engi- 
neers and accepted by the office of the Judge Advocate General, sealed bids 
received in accordance with such invitation were deemed to be in effect merely 
proposals or offers which might form the basis for negotiation with all or any of 
the bidders if such further negotiations were deemed by the Army to be in the 
public interest. 

Sealed bids for the Morgantown facilities, opened on June 14, 1951, were 
received from the Allied Chemical & Dye Corp., Mathieson Chemical Corp., and 
Sharon Steel Corp. The United Distillers Corp. of America, Inc., submitted 
a letter in the form of a bid which was not considered to be responsive to the 
invitation and was also unsatisfactory since the rental was based on sales rather 
than production. A letter was also received from the Heyden Chemical Co. 
stating a desire to negotiate for the lease of the facilities on conditions contained 
in the letter. This letter was not considered responsive. The bid submitted 
by Sharon Steel Corp. was not acceptable since it covered only the coke-oven 
facilities. 

The Department of the Army, after a careful analysis of the remaining bids, 
determined that the bid received from Allied Chemical & Dye Corp. was not 
acceptable because the firm term was too short (2 years) and that the bid of 
Mathieson Chemical Corp. was not acceptable because it did not offer a sufficient 
return to the Government. 

During the time that the bids were being analyzed (mid-June 1951) another 
issue was injected into the picture. This issue was raised by reports on Morgan- 
town which were received from Ebasco Services, Inc., and Foster Wheeler Corp., 
engineering firms employed by the Government. The reports of these engineer- 
ing concerns indicated that the cost of producing ammonia at Morgantown would 
be reduced if the plant was converted to use a basic raw material other than 
coke. As a result of these reports, it appeared that conversion of Morgantown 
would definitely render the plant more attractive not only to the bidders who 
had already shown serious interest in the plant but also to others who had been 
presumably deterred by the fact that, on coke, the plant would definitely be a 
high-cost operation. 

It was therefore decided to reject all bids received and to readvertise the facili- 
ties for lease on the basis that the plant would be converted by and at the expense 
of the Government to use a basic raw material other than coke. As indicated, 
this decision was based on two considerations: (1) The inadequacy of all bids 
previously received and (2) the belief that more advantageous bids would be 
received on account of the conversion feature. 

Following this decision, all companies who had evinced an interest in Morgan- 
town were invited by letter dated June 25, 1951, to submit sealed proposals on or 
before July 24, 1951, on the basis that the Government would convert the plant, 
at its expense, to use a basic raw material other than coke. In making such 
further solicitation, the term “proposals” was used rather than “bids” to make 
even clearer that any proposals to lease which were received might be used 
merely as the basis for negotiations with one or more of the interested concerns, 
co the extent that the Army deemed such negotiations to be in the public interest. 
(The provisions of Army Procurement Procedure uniformly use the term “pro- 
posal” only in connection with a negotiated procurement.) 

As a result of the June 25 solicitation for proposals, proposals were received 
from the Allied Chemical & Dye Corp. and United Distillers of America, Inc., apd 
a letter was received from Mathieson Chemical Corp. indicating a desire to 
negotiate for the lease of the plant. 
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It was determined that the bid of Allied Chemical & Dye Corp. must be re- 
jected. in view of statements received from the Department of Justice and the 
Federal Trade Commission to the effect that the leasing of the facilities to the 
Allied Chemical & Dye Corp. would tend to create or maintain a situation incon. 
sistent with the antitrust laws and that the bid submitted by United Distillers 
of America, Inc., must be rejected because it was believed that United did not 
possess the necessary financial and technical capabilities. 

After the above determination was made several other companies were infor- 
mally contacted, including Mathieson, to determine whether or not they would be 
interested in submitting a proposal for the lease of the facilities. Only Mathieson 
submitted a proposal. Its proposal was the basis for the negotiation of the lease 
now before the committee. 

During the period that the new proposals were being considered, information 
was received to the effect that it might be impossible to obtain a supply of natural 
gas as the raw material for the operation of the plant or, if the supply of gas 
could be obtained, that the price thereof would considerably exceed the price 
indicated in the engineering reports, and therefore that the conversion of the 
plant might not be feasible. Mathieson concurred in that view. Therefore, the 
proposed Mathieson lease provides that the Guvernment may convert the plant 
to use a basic raw material other than coke, in which event the rental provided 
in the lease will be renegotiated. 

Pursuant to the terms of contract W—ORD—-490 under which du Pont con- 
structed and operated the plant during World War II, du Pont was given the 
option of leasing the plant on the same terms, including rental, as those upon 
which the Army proposed to lease the plant to any other concern. In the pres- 
ent case, the only way in which du Pont could be given the opportunity to exer- 
cise its option under the terms of the above contract was by submitting to du 
Pont a lease already executed by Mathieson, the proposed lessee selected by the 
Army. The Army therefore asked Mathieson to execute the lease, and the lease 
was actually signed by Mathieson on September 20, 1951. Upon receipt of the 
proposed lease, du Pont had a period of 60 days in which to decide whether it 
would lease the plant upon these terms and conditions. Because of pressure 
from the Department of Agriculture to place the plant in operation to meet 
fertilizer needs of the coming season, and in view of a possible immediate need 
for the Morgantown plant to meet mobilization requirements, it was determined 
that a possible delay of 60 days in beginning rehabilitation work pending receipt 
of a decision from du Pont should be avoided. (The rehabilitation work itself 
would, of course, involve a further delay of some 90 days before the plant couid be 
placed in operation. ) ‘ 

It was felt that the most practical way to initiate immediate rehabilitation of 
the plant was to request Mathieson, the lessee selected by the Army, to agree 
to a right of entry under the terms of which Mathieson would promptly begin 
a program of rehabilitation work approved by the Army, pending final execu- 
tion of the lease by the Army. 

Pursuant to these considerations a right-of-entry contract was entered into 
between Mathieson and the Army, which became effective on or about September 
27, 1951. 

Under the terms of this contract, if it beeame necessary to lease the plant to 
du Pont or if for any reason the lease with Mathieson was not executed by the 
Army, only the actual cost of rehabilitation (i.e., without profit or fee), as 
approved by the Army, would be refunded to Mathieson by the Government. If 
the lease with Mathieson became effective, then the rehabilitation work was to 
a performed by Mathieson at its own expense pursuant to the provisions of the 
ease, 

The right-of-entry contract was entered into with Mathieson solely for the 
benefit of the Government. The contract was made with Mathieson without 
solicitation of other possible contractors because it seemed logical and practical 
that the rehabilitation work be performed by the concern which the Army ex- 
pected would eventually operate the plant. Power to enter into such a contract 
with Mathieson without solicitation of other contractors was granted to the 
Army under the provisions of Public Law 921, Eighty-first Congress. 
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STATEMENT BY ARCHIBALD S. ALEXANDER—FINANCIAL CAPABILITIES OF 
UNITED DISTILLERS 


I should like to make a few further comments regarding the financial ability 
of United Distillers. Among the factors which raised doubts on the part of my 
financial advisers as to the financial capabilities of United Distillers of Amer- 
ica, Inc., of Delaware, and its subsidiaries were the recent sales and profits of 
the group. Net sales and profits of the United Distillers group for the fiscal 
years 1947, 1948, 1949, 1950, as indicated by the financial statements supplied 


to the Army by United, show a continuing decline: 


Consolidated figures, United Distillers of America, Inc. 


(Delaware), and its 
































subsidiaries 
Net profit r 
Wat ania (before Net rofit 
Net sales (after Federal 
Federal income tax) 
income tax) 
Year ended Sept. 30, 1947. .........--.-- denn Shin ics a enc bindcedeade $43, 243, 884 $5, 053, 734 $2, 902, 904 
Fi I, MIG bw nap cnn cas kas nciglisée ccuidamenddemne 29, 140, 929 1, 519, 963 945, 
We et ce 10, 698, 085 | 2 (2, 248, 397) 3 926, 727 
ihn s kins cymes anon donqasceiuiencdeeel 10, 239, 073 1, 486, 481 898, 918 
es ia oo ati lewis dniuins eyed Sawcsweseoiuwaeds 93, 321, 971 5, 811, 781 5, 674, 491 
Loss in year ended Sept. 30, 109490_..............-.-..........-- AS REACTS SRR ER es 2, 248, 397 
Net profit after taxes, 4 years ended | Sept. SG OMe ie Be ee 3, 426, 094 
Percent net profit on net sales, 4 years ended Sept. 30, 1950_.....|_ REESE a ome Filipinas | 7 





1 Carried to nearest dollar amount. 
? Loss, 
3 Tax refund. 


The latest financial statement available to the Army covered merely the 6-month 
period October 1, 1950, through March 31, 1951. Net sales and profits of the group 
during this period showed some improvement. 

Moreover, I am informed by the Deputy Comptroller of the Army that in 
his opinion the latest available consolidated balance sheet of the United Dis- 
tillers group (as of March 31, 1951) does not reflect a particularly strong 
financial position. Current assets on March 31, 1951, were $10,603,702 against 
current liabilities of $4,585,233, indicating a ratio of only 2.31 to 1. Further- 
more, other liabilities, indicated as notes and mortgages to banks and others 
with maturities of more than 1 year, amounting to $2,900,363, might come due 
within a short period after 12 months. 

In addition, various asset items seem questionable. Notes receivable, a 
major asset item of $1,028,921.69, consist entirely of notes payable by Hammer 
Galleries, Inc., an art and jewelry business believed to be entirely owned by 
Mr. Armand Hammer and his brother Harry J. Hammer. Furthermore an 
asset item entitled “Sundry Other Assets” in the amount of $711,522.22 includes 
an open account due from Hammer Galleries, Inc., of $244,599. 94, so that the total 
amount owed by Hammer Galleries, Inc., to the United Distillers group on 
notes payable and open account amounted to some $1,273,000 on March 31, 
1951. The latest available balance sheet for Hammer Galleries, Inc. (June 30, 
1951), indicates net current assets of only some $1,571,000. 

The United Distillers balance-sheet item of “Sundry other assets” also in- 
cludes an Aberdeen Angus cattle herd valued at over $400,000. 

The foregoing assets items raise some doubt as to the precise operating 
character of the United Distillers group and as to the liquid nature of certain 
of the assets. The United Distillers explanation of these assets items is set 
forth in enclosure A to their letter dated August 20, 1951. 

Another point of doubt was the large amount owed by United Distillers 
($1,308,831.48) on unused letters of credit, appearing as note B on the con- 
solidated balance sheet of March 31, 1951. 
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Finally, although the United Distillers balance sheet of March 31, 1951, indi- 
cates a net worth of some $6 million if the Hammer Galleries obligation and the 
herd of cattle are accepted at face value and if the above contingent liability 
is ignored, my financial advisers were somewhat doubtful as to the actual 
present borrowing capacity of United Distillers. They point to the fact that 
some 65 percent of the inventory ($4,787,182.95 out of $7,238,872.81) and prac. 
tically all marketable securities have been pledged against notes payable to 
banks in the sum of approximately $6 million, against the total assets of the 
company amounting to only some $14,761,000. 


UNITED DISTILLERS oF AMERICA, INC., 
New York, N. Y., August 20, 1951. 


DEPARTMENT OF THE ARMY, 

OFFICE OF THE CHIEF OF ENGINEERS, 

Washington 25, D. C. 
(Attention Col. W. H. Hastings.) 

Deak COLONEL Hasrines: In accordance with your telephone request con- 
firmed by letter of August 16, we enclose herewith the following data requested 
by you: 

1. With reference to the United Distillers of America, Inc., of Delaware con- 
solidated balance sheet dated September 30, 1950, a memorandum from our Con- 
troller (enclosure No. A) listing: 

(a) A full explanation and description of the item entitled “Sundry Other 
Assets.” 

(b) A statement of the names and addresses of all persons liable for pay- 
ment of all notes receivable. 

(c) A full explanation and description of the item of “Contingent liability 
on unused balances of letters of credit” set forth in note A. 

2. Separate (nonconsolidated) balance sheets of United Distillers of America, 
as of Delaware, and each of its subsidiaries as at March 31, 1951 (enclosure 
No. B). 

3. A consolidated balance sheet for United Distillers of America, Inc., of Dela- 
ware and its subsidiaries as at March 31, 1951 (enclosure No. C). 

4. Separate nonconsolidated) statements if income and surplus of United 
Distillers of America, Inc., of Delaware, and each of its subsidiaries for the 
periods (a) October 1, 1950, to March 31, 1951 (enclosure No. B), (0) October 1, 
1949, to September 30, 1950 (enclosure No. D), and (c) October 1, 1948, to 
September 30, 1949 (enclosure No. E). 

5. A consolidated statement of income and surplus of United Distillers of 
America, Inc., of Delaware, and its subsidiaries for the periods (@) October 1, 
1950, to March 31, 1951 (enclosure No. C) and (b) October 1, 1948, to September 
30, 1949 (enclosure No. E). 

6. A schedule of names and addresses of al officers and directors of United 
Distillers of America, Inc., of Delaware, and of United Distillers of America, 
Inc., of New Jersey (enclosure No. F). 

7. Dates of incorporation of both of the above-mentioned corporations (en- 
closure No. F). In addition, we enclose the following supplementary data 
which we believe may be of help to you in reaching a decision. 

(G) A schedule of names and addresses of all officers and directors of 
United Distillers of America, Inc., of New York (enclosure No. G). 

(H) Separate consolidating financial statements of United Distillers of 
America, Ine., and subsidiaries as at September 30, 1947, and Sep- 
tember 30, 1948 (enclosure No. H). 

(I) Photostatie copy of a letter dated October 20, 1947, prepared by Homes 
& Davis, our outside certified public accountants, in which they ex 
plained the plan of reorganization which became effective as of June 
30, 1947 (enclosure No. I). 

(J) Schedule showing consolidated sales and profits before and after Fed 
eral taxes for the 41%4 years period, October 1, 1946, to March 31, 
1951 (enclosure No, J). 

(K) Letter from William Griss, the outside independent public accountant 
for Hammer Galleries, Inc., in which he confirms certain amounts 
mentioned in the memorandum designated ‘‘Enclosure A” (enclosure 
No. K). . 

(L) A memorandum giving market value of bulk whiskies in inventory as 
at September 30, 1950, showing appreciation as compared with book 
value at September 30, 1950 (enclosure No. L). 
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(M) A memorandum giving market value of bulk whiskies in inventory 
as at March 31, 1951, showing appreciation as compared with book 
value at March 81, 1951 (enclosure No. M). 

We have given you the date of incorporation and the names of the officers and 
directors of United Distillers of America, Inc., of New York (enclosure No. G) 
inasmuch as this was the company that made the bid as attested by the seal 
of the corporation on the bid. If the Government desires, we are ready to 
execute the contract in the name of United Distillers of America, Inc., of New 
York, with the same guarantee that the Delaware corporation offered for the 
New Jersey corporation. 

We have also given you separate consolidating financial statements for the 
years ended September 30, 1947, and 1948 (enclosure No. H), a photostatie copy 
of a plan of reorganization (enclosure No. I), and a schedule showing con- 
solidated sales and profits before and after taxes for the 414-year period Octo- 
ber 1, 1946, to March 31, 1951, in order that you may judge the progress which 
our company has made. You will note that our annual sales have fluctuated 
from a high in the fiscal year 1947 of $43 million to a low of $10 million in the 
fiscal year 1950. For the first 6 months of the year, our sales have been approxi- 
mately $8 million indicating a total for 1951 of approximately $16 million. The 
sale of approximately 200,000 tons of ammonia per annum would add about 
$16 million of annual sales to our present volume which would bring the total 
annual sales well within the amount that we have financed without difficulty 
in the past. The largest part of our indebtedness as shown on the enclosed 
balanee sheets is secured by readily marketable inventory and is on a self- 
liquidating basis. Inventory financing of this sort is a common practice among 
distilling companies. The market value of our bulk whisky inventory as of 
September 30, 1950, exceeded the book value by approximately $3,800,000. On 
March 31, 1951, the date of our most recent financial statement, the market value 
of our bulk whisky inventory exceeded the book value by approximately $4,300,000. 

We are sure all these statements, memoranda, and other documents will prove 
of assistance to you. 


Yours very truly, 
UNITED DISTILLERS OF AMERICA, INC., 


ARMAND HAMMER, President. 


MEMORANDUM 


1. The item on September 30, 1950, financial statement entitled “Sundry Other 
Assets” consists of the following: 


Due from Hammer Galleries, Inc. (open account)-------.--__--_- $244, 599. 94 

Investment in Aberdeen Angus cattle (after deducting reserve for 
RR asp peo ae ae astresenmminge os 312, 035. 29 
pr BRR I ES a by | = Rae era a Pare aoa Si ape ena aS 41, 887. 02 
ph Balance SO i a A ic ABE 3 Sg et li 4, 875. 00 
Investments in cattle other than Aberdeen Angus____--_-----__---~- 2, 950. 00 
pe | RACER Bil Sipe ea ing tan epg eho Oe Se guano eae FO 606, 347. 25 


It will be noted that on the March 31, 1951, statement the item of “Sundry 
other assets” had increased to $711,522.22, due mainly to additions to the Aber- 
deen Angus herd. These cattle are for use in connection with the distillers’ 
dry feed experimental program, and their market value is considerably in excess 
of cost. The other items did not change materially. 

2. The names and addresses of the persons liable for the payment of notes 
receivable in the amount of $1,078,921.69 are as follows: 








Owned by— Due from— | Amount 
2 gi SSNS ABET SS MED RERE Rha et ee ree Ao OS AT RO TREY (eet See ks 
United Distillers of America, Inc. (Delaware) .__- | Hammer Galleries, Inc_..--- ..---| $867, 057. 60 
United Distillers of America, Inc. (New York) ---- | bre OOepi asap knwewinso edna s-a50c% | 211, 864. 09 
RU sg ee soya hiinca.s, sncul phy hscaek lesa eee ty ee ee 


At March 31, 1951, these notes had decreased to $842.057.60 and $186,864.09 
respectively. By June 30, 1951, payments in the amount of $100,000 had been 
made by Hammer Galleries, Inc., with the result that the notes then totaled 
$928,921.69. 
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3. The contingent liability on unused letter of credit as mentioned in note A 
at the bottom of the balance sheer on September 30, 1950, represented commit. 
ments for the purchase of raw materials, principally molasses. By March 31, 
1951, the.contingent liability had increased considerably as did the cash security, 
which then totaled $545,425.56. However, immediately thereafter, the 195] 
molasses crop shipments from the West Indies and Europe began to arrive, with 
the result that by June 30, 1951, this contingent liability was then only $319,141.44 
and the cash security was $80,040. Furthermore, these June 30 amounts will be 
paid off by September 30, 1951. 


Controller. 


AFFIDAVIT 


STATE OF VIRGINIA, 
County of Arlington, ss: 

Dr. R. O. Bengis being duly sworn deposes as follows: 

As Chief of the Facilities Utilization Section of the Ammunition Branch, In- 
dustrial Division, Office, Chief of Ordance, I have read or heard the testimony 
given in connection with the proposed lease of the Morgantown ordnance plant 
to Mathieson Chemical Corp. Despite the testimony introduced on behalf of 
United Distillers of America, Inc., I am firmly of the opinion that the lease 
should be made to Mathieson rather than to United from the standpoint of tech- 
nical ability. First of all, United has never been engaged in the ammonia in- 
dustry. Second, my opinion is based upon the limited number of personnel in the 
employ of United who have had any experience in ammonia production. At the 
present time, the only persons upon whom they can definitely count are Dr. Brown, 
admittedly a competent man in the field, Mr. Van Ness when he is available, and 
possibly several others not yet retained. United will also have the services of 
Ebasco. I assume that within an extended period of time United could obtain 
competent personnel, now employed elsewhere in the ammonia industry, if it 
were willing to pay the salaries demanded. However, throughout the hearings 
it has been uniformly recognized that time is of the essence and there would 
definitely be a substantially greater delay in the initiation of operations if the 
plant were leased to United rather than to Mathieson. 

Furthermore, in leasing this plant to a company which has never been engaged 
in ammonia production there is inevitably a risk that once it is in operation 
there will be delays and technical difficulties which would slow production sub- 
stantially during the first year of operation. It is evident that United would be 
compelled to employ operators with little or no previous experience and, during 
a training period, a definite hazard would be present in the operations by possible 
errors in the manipulation of the equipment. 

On the other hand, the Mathieson Chemical Co. now has, in addition to 
numerous employees qualified in the chemical-manufacturing field, six key 
people with extended experience in ammonia production and, furthermore, 
especially qualified because of their previous employment in the operation of 
the Morgantown Ordnance Works. Further, the Mathieson Corp. is now operat- 
ing an ammonia plant from which they have indicated that they will be able to 
draw additional personnel especially qualified in the operation of an ammonia 
plant. The risks and delays, therefor, warrant a decision to lease the plant to 
Mathieson Chemical Corp. from the standpoint both of the fertilizer program 
immediately and of the Army program if swift mobilization became imperative. 

R. O. BENGIs. 

Sworn to and subscribed before me this Ist day of November 1951. 


[SEAL] AGNES R. CREWS, 
Notary Public, Arlington County, Va. 


My commission expires September 6, 1954. 


Mr. Courtney. We have a portion of the record which has to be 
made, a letter from the Honorable Overton Brooks, member of the 
Armed Services Committee, which we would ask to have inserted in 
the record at this point. 
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(The letter referred to is as follows:) 


HOvSE OF REPRESENTATIVES, 
COMMITTEE ON ARMED SERVICES, 
Washington 25, D. C., October 30, 1951. 
Mr. JoHN J. CoURTNEY, 
Special Counsel, House Armed Services Committee, 
Washington, D. C. 

Dear Mr. CourtNEY: The Honorable Overton Brooks telephoned me last night 
from his home concerning the investigation presently being made by your office 
of the leasing of the Morgantown Ordnance Plant. He stated to me that he had 
received more than one telephone call expressing concern over possible committee 
action on this matter. 

He asked that I communicate with you and state his position on the matter 
to be that he believes no hasty nor premature decisions should be made and that 
the most careful study and attention should be given to the entire problem. He 
also is of the opinion that it would be wise, before a final decision is made, to 
await the return to Washington of other members of the committee in order that 
they could discuss the subject with you. 

It is Mr. Brooks’ wish that his sentiments as herein stated be made a part 
of the record of the hegrings. 


Sincerely, 
CHARLES F.. DUCANDER, 


Professional Staff. 

Mr. Courtney. The usual rules obtain, Mr. Secretary, and all inter- 
ested parties, have the right to interpolate any corrections in the record 
which you desire to make. 

Mr. Ciemente. Mr. Fenderson and Mr. Chapman, you have an 
evaluation ? 

Mr. Cuarman. Mr. Chairman, I would like to submit a statement 
by Dr. Armand Hammer on behalf of United Distillers of America, 
Inc., New Jersey and New York, parent and subsidiary companies, 
pursuant to the permission already granted. This is the original 
statement. 

Mr. Courtney. We would like to have that in the record. 

Mr. CuarMan. We have extra copies if the committee desires. 
(The statement referred to is as follows :) 





STATEMENT By Dr. ARMAND HAMMER ON BEHALF OF UNITED DISTILLERS OF 
America, Inc. (NEw JERSEY), AND UNITED DISTILLERS oF AmerIcA, INC. (NEW 
YorxK) 


This statement is submitted pursuant to permission granted. 

Before making my remarks on the premises, I would like respectfully to draw 
to the attention of this committee, that the legislation under which it is acting is 
extraordinary. Congress has deemed it of sufficient importance to review these 
real estate transactions to pass this law. 

The history of its passage, as revealed by the debates, indicates that it was 
designed to prevent “improvidence” on the part of the Government in these trans- 
actions. This is the first case to be heard before this committee. It will estab- 
lish a precedent for and guide to the Defense Establishment in subsequent deal- 
ings of this kind. For this reason, I most respectfully submit that the committee 
should serutinize with great care the entire course of the Army’s dealings regard- 
ing the lease of the Morgantown Ordnance Works. And, if, indeed, improvidence 
exists, this proposed lease should not be approved. 

I have had the benefit of reading the transcript of the testimony before the 
committee thus far and, therefore, the opportunity of weighing the circumstances 
which were emphasized therein as to the propriety of approving the proposed 
lease with the Mathieson Co. 
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I think a fair summary of the situation is as follows: 

If anything, the Mathieson Co. is less equipped, from a technical point of view, 
than my company. There is no one on the Mathieson Co. staff, engaged in the 
manufacture of ammonia and methanol, who approaches the experience, abili- 
ties, or the personal knowledge of the Morgantown plant possessed by Dr. Charles 
O. Brown. Dr. Brown has accomplished on several occasions in the past what the 
Government now wants done. One of his achievements was the rehabilitation 
and reactivation of this very same plant in Morgantown. It is only common 
sense to suppose that what Dr. Brown was able to do before he will be abie 
to do again. 

Furthermore, there can be no doubt that he will be able to attract to the project 
the personnel required to fill the key positions, as adequately as anyone the 
Mathieson Co. may put in charge of the operations. In fact, Dr. Brown already 
has available such a group, and his reputation in the industry is the best guaran- 
ty of his acquiring such further personnel as may be needed. 

Insofar as the financial ability of my company is concerned the question is not 
what is the relative extent of its assets as compared with those of the Mathieson 
Co., but simply whether my company, considered solely on its own merits, is 
capable, financially, of completing the program contemplated. 

I assume, without further elaboration, that just as it was the policy of the 
Government, after the Second World War, to eliminate monopoly in this field, 
it is the Government’s policy now not to encourage it. The ruling made by the 
Department of Justice, excluding the Allied Chemical from this venture is, of 
course, to the point. All of which emphasizes the proposition stated, i. e., that 
the sole test of the financial qualifications of my company must be its ability to 
carry out the program contemplated, and not whether it possesses exceptional 
wealth. 

All of what has been said so far, of course, is based on the assumption that 
the Mathieson Co. has an exalted financial standing. However, an analysis of 
Mathieson’s balance sheet as of December 31, 1950, shows a net worth of $56,- 

_ 239,433 as against fixed assets of $55,064,280, a relationship of fixed capital to 
net worth which is most extraordinary and does not justify the confidence which 
thus far has been expressed in the ability of the Mathieson Co. to weather a 
serious financial crisis and pay its obligations to the Government. In comparison, 
the balance sheet of my company reflects as of March 31, 1951, a relationship of 
fixed assets to net capital of $2,142,125 to $6,621,596. 

In the light of these observations and the basic principles upon which, I sub- 
mit, the award of this lease should be predicated, the following significant 
circumstances should be noted : 

1. The Government’s first invitation to bid admittedly contemplated an award 
on sealed bids to the highest bidder. On that basis there can be no question but 
that my company was entitled to the award. 

2. But when it was requested for the second time that bids be submitted in 
the same form and manner as before, the Army appears to have employed an 
undisclosed and unwritten formula for their consideration. The true nature of 
the formula employed in the second request became apparent only during the 
hearing before this committee. At the hearing, it appeared for the first time 
that what seemed to be an invitation for sealed bids contemplating an award to 
the highest bidder was, in fact, a mere exploration for information which could 
be used in negotiations with one who was not a bidder. 

3. In the negotiations, which ensued with the nonbidder, there was due con- 
sideration of the cost of rehabilitation contemplated by the Army, and of projected 
personnel, with a resultant meeting of the minds. With my company, however, 
there was no opportunity afforded for discussion of the Government’s views on 
either subject. Nor were conferences set up to ascertain the reason for the 
bidder’s point of view that no substantial rehabilitation was necessary but only 
reactivation. Moreover, no effort was made either to understand our point of 
view or to reach agreement. With us there were no negotiations. 

4. The result of these negotiations is, assuming that the cost of rehabilitation 
will be as variously stated in the minutes, $2,000,000 to $4,000,000 or $4,400,000, 
that the Mathieson Co., under the proposed agreement with the Government 
(a synopsis of which was made available to me through the good offices of the 
committee after the hearing), will be permitted to reimburse itself at the Gov- 
ernment’s expense for the cost of rehabilitation by what is described in the 
synopsis as “special rental.” The exact meaning of this term is not apparent 
and cannot be made apparent without examining the basic lease document. 
though the synopsis would seem to indicate, in its by no means clear phraseology, 
that the Government is footing the bill. 
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5. My company was not so advised nor was there any such intimation in the 
requests for bids. On the contrary, the requests for bids specified that the 
rehabilitation of the plant was to be for the account of the lessee, and even in 
the hearings, the impression was permitted to remain that the expense of rehabil- 
itation was for the account of the lessee. 

6. Another result of these negotiations is that, despite the fact that it was the 
expressed desire of the Department of the Army to lease this plant for as long 
a time as possible and despite the fact that my company has offered to lease 
for a firm term of 15 years Mathieson will be given the lease for a firm term 
of only 5 years. One of the principal reasons given by the Department of 
the Army for rejecting the first bids was that 5 years was not a long enough 
term, 

Therefore, in the interest of fair play not only to my company but also to the 
Government and in the national interest of conserving the people’s tax money 
and making these industrial opportunities more generally available on a com- 
petitive basis, this committee should not permit any action to be taken on the 
proposed agreement with the Mathieson Co. until after the proper administra- 
tive officials shall have conferred with representatives of my company upon the 
basic faetors. And these basic factors should be evaluated in the light of the 
changed situation created by these circumstances (1) that, as testified by Dr. 
Brown, a recognized expert in this field, rehabilitation may not be needed 
certainly not to the extent originally contemplated; (2) that the synopsis does 
not even indicate an agreement as to cost of rehabilitation, and (38) that, accord- 
ing to the proposed agreement with Mathieson, the cost of rehabilitation is to be 
defrayed by the Government. 

In the interest of all concerned, particularly the Government, this committee 
should require as a basis for such a conference that both a copy of the proposed 
lease with the Mathieson Co. (which at the time of the hearing it was thought 
had not been drafted but which the: synopsis shows has in fact already been 
signed by the Mathieson Co.) and which has now been introduced as an exhibit, 
and a breakdown of the Government’s calculation of $4,400,000 of supposedly 
indispensable expenses attendant rehabilitation be made available to my com- 
pany and its representatives so as to facilitate the conference. 

Mr. Ciemente. Off the record. 

(Discussion off the record.) 

Mr. Courtney. Very good, then. We will meet, then, at 10:3 
tomorrow morning. 

Mr. Ciemente. Yes. 

Mr. Courtney. And continue right through until we close. 

(Whereupon, at 4:06 p. m., the subcommittee adjourned to recon- 
vene at 10: 30a. m., Wednesday, October 31, 1951.) 





INVESTIGATION OF PROPOSED LEASE OF MORGANTOWN 
_ ORDNANCE WORKS BY DEPARTMENT OF THE ARMY 


WEDNESDAY, OCTOBER 31, 1951 
° 
Hovse or RepresENTATIVES, 
CoMMITTEE ON ARMED SERVICES, 
SrecraL ComMITrEr OF PRocuREMENT, 
Washington, D. C. 

(The subcommittee met at 10:30 a. m., the Honorable L. Gary 
Clemente presiding.) 

Mr. CLEMENTE. I: there a representative of the Justice Department 
here this morning ¢ 

Mr. Meccuior. Yes, sir. 

Mr. CreMenteE. Will you let the stenographer have your full name 
and your title, please ? 

Mr. Metcuior. Donald F. Melchior, attorney, Antitrust Division, 
Department of Justice. 

Mr. Ciemente. Now before—this is off the record. 

(Discussion off the record.) 

Mr. Cremente. Will you raise your right hand? Do you solemnly 
swear the evidence you are about to give before this subcommittee of 
the Committee on Armed Services of the House of Representatives 
will be the truth, the whole truth, and nothing but the truth, so help 
you God? 

Mr. Metcuior. I do. 

Mr. Courrney. Mr. Melchoir, you are appearing on behalf of the 
Justice Department in connection with the inquiry which is presently 
pending before this committee, is that correct ? 

Mr. Metcurtor. That is correct. 

Mr. Courtney. Now relating to your testimony to the subject before 
this committee, will you state how and under what circumstances the 
proposal to lease the Morgantown ordnance plan of the Department 
of the Army came to the attention of the Justice Department and 
what action you took with respect to it? I say “you,” I mean your 
Department. 

Mr. Mexcutor. Yes. We received a telephone call from someone 
within the Department, I do not recall the name, indicating that the 
Army, according to his information, was preparing to dispose of one 
of the anhydrous ammonia plants under its jurisdiction. The Anti- 
trust Division has always been, since and during World War II, in- 
terested in the disposition of these plants. For that reason, we wrote 
the Secretary of the Army and requested an opoprtunity to confer 
with him and advise him relative to the disposition of any ammonia 
plant which he may expect to dispose of. We had previously done 
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that on other occasions wherein the Army was disposing of prop- 
erty whether through sale, lease, or otherwise, in which we had an 
interest from a competitive standpoint. 

Mr. Courrney. Now, will you just for the information of the com- 
mittee relate what transpired and your opinions as they were ex- 
pressed in the course of your official duties of the Department's official 
relationship to this transaction ? 

Mr. Metcutor. With respect to the whole transaction—do you 
want me to cover the whole transaction at this time ? 

Mr. Courtney. If you please, yes. 

Mr. Mevcuior. I might say to the committee—— 

Mr. Courtney. The sequence of the events and tht exchange of your 
correspondence and your views would be what the committee woul: 
be interested in. 

Mr. Meccutor. All right. I may say to the committee that I do not 
have a prepared statement in view of the time involved. We had 
not received knowledge of these hearings until yesterday morning 
and I had appeared » yesterday merely as an observer. However, the 
chairman indicated he did wish the Department to appear and testify. 
I had anticipated our giving assistance to the committee by answer- 
ing questions that were propounded to me, but if you desire I can go 
through and give you a chronology of events that took place up to 
the rendition of our advice, if you ‘would like me to do it in that form. 

Mr. Courtney. That is the most convenient form, Mr. Chairman. 

Mr. Ciemente. Yes. And if you have some letter of correspond- 
ence on which your Department made decisions, we would want to 
have that. 

Mr. Metcuior. I have had copies made of all the correspondence 
between the Department of Justice and the Department of the Army 
on this transaction, and I intend to indicate to you what the letters 
were and then I can spend some time on particular aspects of the 
problem. 

Mr. Courtney. The committee is interested in your ultimate con- 
clusions and we are interested in the events that led up to it. 

Mr. Metcutor. Shall I start with our ultimate conclusion first and 
then trace the history or 

Mr. Courtney. We know what your ultimate conclusion is. 

Mr. Meccutor. All right. You may want to label these exhibits 
and I am prepared to give the committee copies of these. 

On April 4, 1950, Assistant Attorney General Bergson, in charge 
of the Antitrust Division, addressed a letter to the Honorable Archi- 
bald Alexander, then Assistant Secretary of the Army, in which we 
advised him that we were interested in the disposition of any nitrog- 
enous fertilizer plants that may be made by the Army. As you 
notice that was in 1950, long before, apparently, the question of the 
disposition of Morgantown had been contemplated. 

About June 1951, we received information that Morgantown may 
be disposed of. 

Mr. Morgan. Nothing had transpired to your knowledge between 
those dates ? 

Mr. Mercutor. Between those periods, sir, to the best of my know!- 
edge we received no information of any nature on that point. 

On June 20, 1951, we addressed a’ second letter to the Assistant 
Secretary of the Army and referred to our letter of April 4, 1950, 
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«nd stated that we would appreciate the opportunity to consider the 
effects of any such disposition in relation to the antitrust laws prior 
io consummation of the transaction. 

Mr. Courtney. Off the record. 

(Discussion off the record.) 

Mr. Courtney. On the record. 

On July 26, we received a letter from the Army requesting that they 
be advised with respect to a proposed disposition of Morgantown to 
either Allied Chemical & Dye, United Distillers, or du Pont. 

Mr. Ciremente. By letter?’ 

Mr. Mevcuior. That was a letter dated July 26, in which the Army 
asked our advice. They asked that we expedite our consideration of 
this matter. 

So 5 days later, on July 31, we advised the Army that on the basis 
of the information presently in our files it was our opinion that a lease 
of Morgantown to Allied Chemical or du Pont would tend to create or 
maintain a situation inconsistent with the anti-trust laws. 

Mr. CLemMentE. Now, excuse me, Mr. Melchior, but I think when 
you refer to a letter, you mark it Attorney General’s exhibit No. 1 
and to be inserted at that point, and then you can continue right on 
with your narration. 

Mr. Metcutor. All right, sir. 

Mr. Courtney. May I ask a question off the record ? 

(Discussion off the record.) 

Mr. Mexcutor. I will mark the June 20, 1951, letter as exhibit 1. 

(The document referred to was marked “Department of Justice Ex- 
hibit No. 1,” and is as follows :) 


DEPARTMENT OF JUSTICE Exurpit No. 1 
DEPARTMENT OF JUSTICE, 
Washington, D. C., June 20, 1951. 
Hon, ARCHIBALD 8. ALEXANDER, 
The Assistant Secretary of the Army, Washington 25, D. C. 

My Dear Mr. ALEXANDER: It is our understanding that the Department of the 
Army is considering the lease of the Government-owned ammonia plant at Mor- 
gantown, W. Va., to a private party. 

As we indicated in our letter to you dated April 4, 1950, concerning the dispo- 
sition of these plants, we would appreciate the opportunity to consider the 
effects of any such disposition in relation to the antitrust laws prior to consum- 
mation of the transaction. 


Sincerely yours, 
H. G. Morison, 


Assistant Attorney General. 
Mr. Mercntor. I will mark the letter dated July 26, 1951, as Depart- 
ment of Justice exhibit No. 2. ; 
(The document referred to was marked “Department of Justice Ex- 
hibit No. 2,” and is as follows :) 
DEPARTMENT OF JUSTICE Exutpit No. 2 
DEPARTMENT OF THE ARMY, 
OFFICE OF THE CHIEF OF ENGINEERS, 
Washington 25, D. C., July 26, 1951. 


Hon, H, G. Morison, 
Assistant Attorney Gencral, Department of Justice, Washington 25, D.C. 
DEAR Mr. Morison: Reference is made to your letter dated June 20, 1951, 
addressed to the Under Secretary of the Army, wherein you reiterated the request 
contained in the letter dated April 4, 1950, that the Department of Justice be 
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given an opportunity to consider the effects of any disposition of ammonia plants 
in relation to the antitrust laws prior to the consummation of the transaction. 

Proposals for the leasing of the Morgantown ordnance works were opened on 
July 24, 1951. Proposals were submitted by the United Distillers of America, 
Ine., 350 Fifth Avenue, New York, N. Y., and Allied Chemical & Dye Corp., 61 
Broadway, New York, N. Y. The E. I. du Pont de Nemours & Co. has a right 
of first refusal, contained in paragraph 3 of article V—-B of contract WORD-490), 
of any lease negotiated involving subject facilities. 

It is requested that you advise this office as to what effect the leasing of this 
plant to any one of the above companies would have in relation to the antitrust 
laws. Your prompt action in this matter will be appreciated. 

Sincerely yours, 
W. H. Hastings, 
Colonel, Corps of Engineers, 
Assistant Chief of Engineers for Real Estate, 
(For the Chief of Engineers). 


Mr. Metcutor. Our reply, dated July 31, 1951, I will mark “Ex- 
hibit No. 3.” 
(The document referred to was marked “Department of Justice 


Exhibit No. 3” and is as follows :) 


DEPARTMENT OF JUSTICE ExursitT No. 3 


DEPARTMENT OF JUSTICE, 
Washington, D. C. July 31, 1951. 


Re ENGLM 680.40 Morgantown Ordnance Works, West Virginia. General. 


Col. W. H. HastInés, 
Corps of Engineers, Office of the Chief of Engineers, 
Department of the Army, Washington 25, D. C. 

Dear CoLtoneL Hastines: We have your letter of July 26, 1951, requesting 
our advice as to the effect the lease by the Department of the Army of subject 
facility to either United Distillers of America, Inc., Allied Chemical & Dye 
Corp., or E. I. du Pont de Nemours & Co., would have under the antitrust laws. 
The information on the nitrogen industry which we have used as a basis for 
our advice has been drawn from our own files and from information submitted 
by your office in conneetion with previous requests in 1950 concerning the Ohio 
River ordnance works and the San Jacinto ammonia works. Since you have 
supplied no information to the contrary, we have assumed that there has been 
noe substantial change in this industry or in the relative position of the com- 
panies involved since the 1950 submissions. 

In our consideration of this matter we have applied the same criteria that we 
use in connection with submissions made by agencies disposing Government 
property under section 207 of the Federal Property and Administrative Services 
Act of 1949. 

The information submitted to us indicates that the subject facility was used 
during the war for the production of synthetic ammonia as a source of nitrogen. 
It further appears that Allied Chemical & Dye Corp., United Distillers of 
America, Inc., and du Pont, who has the right of first refusal, if successful, intend 
to use this property for substantially the same purposes. 

Upon the basis of the information furnished to us and otherwise available to 
us from our files, we would view a disposition of this facility by lease to either 
Allied Chemical or du Pont as tending to create or maintain a situation incon- 
sistent with the antitrust laws. We have reached this conelusion in view of the 
position of dominance held by these companies in the production of nitrogenous 
products and under the assumption that the productive facilities of these com- 
panies are operating at or near capacity in this field. 

We are unable at this time to advise you as to the effect under the antitrust 
laws of a disposition of subject facility to United Distillers of America, Inc., in 
view of the lack of specific information presently in our possession concerning 
the business engaged in, products produced, and relationships, if any, between 
United and other companies engaged in the production and sale of nitrogenous 
products. 
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Your courteous cooperation in submitting this matter to us for our advice 
prior to consummation of the proposed disposition is greatly appreciated. 
Sincerely yours, 
H. G. Morison, 
Assistant Attorney General, 


Mr. CLemeEntE. Are you initialing those, sir? 

Mr. Metcuior. Sir? 

Mr. Ciementr. Are you initialing them? Please put your initials 
on there. 

Mr. Mevcutor. I will. In exhibit No. 3, dated July 31, we advised 
the Department of the Army that upon the basis of the information 
furnished to us and otherwise available from our files we would view 
a disposition of this facility by lease to either Allied Chemical or du 
Pont as tending to create or maintain a situation inconsistent with the 
antitrust laws. The letter added: 

We have reached this conclusion in view of the position of dominance held 
by these companies in the production of nitrogenous products and under the 
assumption that the productive facilities of these companies are operating at 
or near capacity in this field. 


We further stated: 

We are unable at this time to advise you as to the effect under the antitrust 
laws of a disposition of subject facility to United Distillers of America, in view 
of the lack of specific information presently in our possession concerning the 
business engaged in, products produced, and relationships, if any, between 
United and other companies engaged in the production and sale of nitrogenous 
products. 

If I may advert for a minute at this time, I would like to explain 
to you why we could not give the advice requested and why we did 
not have the information with respect to United. As I indicated 
earlier, the Army had requested that we expedite as quickly as pos- 
sible our consideration of this matter. As you can see, we replied 
within 5 days. We had not been supplied at that time with any infor- 
mation from the Army concerning either the industry or the com- 
panies under consideration. Therefore, of necessity we had to use 
the information then in our files, a great part of which had been 
submitted to the Department in 1950 in relation to previous disposi- 
tions of anhydrous ammonia plants. 

Mr. Courtney. That was, then, with respect to Allied and du Pont, 
you had an accumulation of information ? 

Mr. Mevcutor. That is correct. 

Mr. Courtney. Because these companies either had been under 
consideration or asked to be placed under consideration in the dispo- 
sition of some surplus real estate, is that right, or plants? 

Mr. Metcutor. Not completely in that context. The Army had 
asked our advice relative to the disposal of two plants and as is their 
usual custom in these requests for advice, we asked the disposing 
agency to supply us with all pertinent information concerning the 
companies involved as well as the other companies in the industry. 
In connection with that previous request for advice, we had received 

uite extensive information concerning both du Pont and Allied. 
Since United Distillers apparently was not in the field of anhydrous 
ammonia production, we had no information in our files relative to 
that company. 
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Mr, Cuemente. Mr. Melchior, did you then solicit information 
with relation to United Distillers subsequent to that day ? 

Mr. Mexcutor. We solicited information from the Army prior to 
that time relative not only to United Distillers but also with respect 
to Allied and du Pont. We always like to get the most current infor- 
mation available, and we are not equipped to get that information as 
quickly as companies in the field. 

Mr. Ciemente. Do you have such information in your files now! 

Mr. Metcutor. We have been supplied with information since that 
date. 

Mr. Courtney. Am I clear on your answer, Mr. Melchoir? You 
do now have possession of the information which you require in orde: 
to make a decision on this matter ? 

Mr. Mevcutor. Yes. 

Mr. Courtney. From Allied, United and—— 

Mr. Ciremente. Du Pont, he said. 

Mr. CourtNgy. Du Pont. 

Mr. Meicnior. We got no information from du Pont, but we did 
get estimates as to du Pont’s position in the field from Allied, from 
the Department of Agriculture, from United Distillers, and from the 
Army. 

Subsequent to our July 31 letter we held conferences with various 
officials of the Department of the Army and were orally requeste:! 
at these conferences to advise in more specific detail as to our opinion 
of the proposed transaction. As a result of that request and since 
we had been supplied with further information concerning Unite« 
Distillers during that period, by letter dated August 6, 1951, which 
I will mark “Exhibit No. 4,” we replied: 

Based on the information supplied to us concerning United Distillers of Amer 
ica, Inc., it is our view that the proposed lease of Morgantown ordnance works 
to that company would not tend to create or maintain a situation inconsistent 
with the antitrust laws. 

The letter also stated, it is our further view that the additional information 
submitted to us concerning the productive capacity of the synthetic nitrogen 
industry and the relative positions of the producing companies in that field 
does not alter our conclusion with respect to a proposed lease to Allied Chemica! 
and du Pont as reflected in our letter to you dated July 31, 1951. 


Mr. Courtney. That is No. 4, is it, Mr. Melchior ? 

Mr. Mevcutor. Yes, sir. 

(The document referred to was marked “Department of Justice 
Exhibit No. 4” and is as follows:) 


DEPARTMENT OF JUSTICE Exuipir No. 4 


DEPARTMENT OF JUSTICE, 
Washington, D. C., August 6, 1951. 
Col, W. H. Hastines, 
Corps of Engineers, Office of the Chief of Engineers, 
Department of the Army, Washington 25, D. C. 

DrAR COLONEL HastinGs: This has further reference to your letter of July 26, 
1951, and to the subsequent request made at a conference between members of 
the Antitrust Division staff and representatives of the Department of the Army 
on August 3, 1951, concerning the proposed lease disposition of the Morgantown 
ordnance works to either United Distillers of America, Ine., Allied Chemical & 
Dye Corp., or E. I. du Pont de Nemours & Co. 

The information submitted to us at the conference with respect to United 
Distillers of America, Inc., indicates that that company is engaged in the pro- 
duction of industrial and grain alcohol, whisky, dried grains, fusel oil, and 
dried yeast. By letter, dated August 1, 1951, addressed to Mr. Samuel D. Blaeuer. 





mation 


rior to 
respect 
_ infor- 
tion as 


; now / 
ce that 


You 


orde: 


ve cid 
fron) 
m the 


riots 
lest ec! 
ini ) 

since 
nite 
which 


Amer- 
works 
sistent 


nation 
trogen 
t field 


mica] 


stice 


51, 


ly 26, 
rs of 
Army 
town 
“al & 


hited 
pro- 
and 
puer, 


PROPOSED LEASE OF MORGANTOWN ORDNANCE WORKS 305 


the president of United Distillers, stated that his company has no relationship 
of any kind with other companies engaged in the manufacture and/or sale of 
anhydrous ammonia, methanol, coke, and other derivative products other than 
industrial alcohol. We also understand that Armand Hammer and Harry Ham- 
mer each owns 50 percent of the capital stock of United Distillers and that 
neither is connected in any way with companies engaged in the production of 
products to be manufactured at this plant. This company, if successful in 
its bid for the Morgantown plant, proposes to produce primarily anhydrous 
ammonia at this facility as well as methanol for its own requirements. 

Based on the information supplied to us concerning United Distillers of 
America, Inc., it is our view that the proposed lease of Morgantown ordnance 
works to that company, would not tend to create or maintain a situation 
inconsistent with the antitrust laws. 

It is our further view that the additional information submitted to us con- 
cerning the productive capacity of the synthetic nitrogen industry and the 
relative positions of the producing companies in that field does not alter our 
conclusion with respect to a proposed lease to Allied Chemical and du Pont as 
reflected in our letter to you dated July 31, 1951. 

Your continued courteous cooperation in this matter has been greatly 
appreciated. 

Sincerely yours, 
Epwarp P. Hopces, 
Acting Assistant Attorney General. 


Mr. Metcuior. By letter, dated August 15, 1951, which I will mark 
as “Department of Justice Exhibit No. 5,” the Under Secretary of the 
Army requested that we advise as to whether the leasing of the 
Morgantown ordnance works to Allied Chemical would be in viola- 
tion of the antitrust laws. Enclosed with that letter was certain in- 
formation concerning that company which Mr. Alexander stated had 
been furnished to his office. 

(The document referred to was marked Department of “Justice 
Exhibit No. 5” and is as follows :) 


DEPARTMENT OF JUSTICE Exutpit No. 5 


DEPARTMENT OF THE ARMY, 
OFFICE OF THE UNDER SECRETARY, 
Washington, D. C., August 15, 1951. 
Hon. H. G. Morison, 
Assistant Attorney General, 
Department of Justice. 


Dear Mr. Morison: Pursuant to our recent conversation, the enclosed infor- 
mation furnished this office by Senator Neely, of West Virginia, is forwarded 
for your use in making a determination as to whether the leasing of Morgan- 
town Ordnance Works would be in violation of the antitrust laws. 

Sincerely, 
ARCHIBALD S. ALEXANDER, 
Under Secretary of the Army. 

Mr. Metcuror. Department of Justice exhibit No. 6, dated Aug- 
ust 22, 1951, was our letter in reply to the Army’s letter of August 15, 
in which we advised that “Upon careful consideration of the addi- 
tional information enclosed with your letter of August 15, 1951, con- 
cerning the nitrogen industry and the position of Allied Chemical & 
Dye Corp. in that industry, our opinion is unchanged from that ex- 
pressed in our letter to you of August 6, 1951, that the proposed lease 
of the Morgantown Ordnance Works to Allied Chemical & Dye Corp. 
would tend to create or maintain a situation inconsistent with the 
antitrust laws.” 

(The document referred to was marked “Department of Justice Ex- 
hibit No. 6” and is as follows:) 
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DEPARTMENT OF JUSTICE EXHIsIT No. 6 


DEPARTMENT OF JUSTICE, 
Washington, D. C., August 22, 1951. 
Hon. ARCHIBALD S. ALEXANDER, 
Under Secretary of the Army, 
Department of the Army, Washington, D. C. 

Dear Mr. ALEXANDER: This is in reply to your letter of August 15, 1951, in 
which you enclosed certain information furnished to your office by Senator 
Matthew Neely, of West Virginia, and other data furnished by counsel for 
Allied Chemical & Dye Corp. with reference to the proposed lease of the Morgan- 
town Ordnance Works. You previously submitted to us certain data with ref 
erence to the proposed lease and requested our views as to the antitrust conse 
quences of such lease, and we expressed our opinion to you in a letter dated 
August 6, 1951. 

Under the Surplus Property Disposal Act of 1944, the Attorney General was 
required to pass upon dispositions of Government property and to state whether 
a disposition to a particular applicant would be in violation of the antitrust 
laws. Subsequently, the Congress recognized the impracticability of the Attorney 
General’s making such determinations and, by section 207 of the Federal Property 
and Administrative Services Act of 1949, established the test to be applied by 
the Attorney General, under the antitrust laws, in rendering advice as to dispo- 
sitions under that act. This test is whether a proposed disposition would “tend 
to create or maintain a situation inconsistent with the antitrust laws.” 

It is the Department’s view that the Congress, in this act, established a policy 
guide as to the antitrust aspects of Federal property disposal. We recognize, 
of course, that the Federal Property and Administrative Services Act of 1949 does 
not, in terms, embrace property disposals by the Army and that considerations 
of national defense requirements must be determined by the National Defense 
Establishment. We are of the opinion, however, that the policy of the Congress, 
as outlined above, should be most persuasive in all areas of Federal property 
disposal and that the requirement of the President’s directive, issued pursuant 
to the Defense Production Act of 1950, as amended, requiring consultation by 
defense agencies with the Attorney General and the Federal Trade Commission 
as to any program that would entail antitrust implications, impels, in this case, 
full consideration of the congressional policy above stated. 

Upon careful consideration of the additional information enclosed with your 
letter of August 15, 1951, concerning the nitrogen industry and the position of 
Allied Chemical & Dye Corp. in that industry, our opinion is unchanged from 
that expressed in our letter to you of August 6, 1951, that the proposed lease of 
the Morgantown Ordnance Works to Allied Chemical & Dye Corp. would “tend to 
create or maintain a situation inconsistent with the antitrust laws.” 

Sincerely yours, 
H. G. Morison, Assistant Attorney General. 


Mr. Metoutor. That was our final letter on this subject with ref- 
erence to Allied Chemical & Dye. 

Shall we discuss the Army’s request for advice with respect to 
Mathieson Chemical Co. ? 

Mr .Courrney. Yes; carry right on so we have the full presentation. 

Mr. CLemente. Mr. Melchior, have you introduced in the record the 
letter requesting some action of you by the Department of the Army? 
Had you intended to do so? 

Mr. Metcnior. I have permission to do so, if the committee so 
desires. 

Mr. Ciemente. I just want to get you started properly, how you 
came into the picture, and I think if you introduced that letter in 
the record it would bring in your connection with this decision by 
your Department when the request came from the Army asking you to 
decide whether or not this is in violation of the law or tended to. 

Mr. Metcuior. That is how we came into it. We were requested 
to so advise. 
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Mr. Cremente. Well, are you intending to put that letter in evidence 


as an exhibit ? 
Mr. Metcuior. I have done so as Department of Justice exhibit 


No. 2. 

(Discussion off the record.) 

Prior to the Department of the Army requesting our advice as to 
this disposition, we had requested the Department of the Army to give 
us an opportunity to comment upon any proposed disposition of an- 
hydrous ammonia facilities. 

By letter dated September 7, 1951, which I will mark as “Department 
of Justice Exhibit No. 7,” the Department of the Army requested our 
opinion specifically on the question “whether a lease of Morgantown 
Ordnance Works to Mathieson Chemical Corp. will constitute a vio- 


lation of the antitrust laws.” 
(The document referred to was marked “Department of Justice 
Exhibit No. 7” and is as follows :) 


DEPARTMENT OF JUSTICE Exutisit No. 7 
DEPARTMENT OF THE ARMY, 
OFFICE OF THE UNDER SECRETARY, 
Washington, D. C., September 7, 1951. 
Hon. H. G. Morison, 
Assistant Attorney General of the United States, 
Department of Justice, Washington, D. C. 

Dear Mr. Morison: In your letter of August 22, 1951, the Department of 
Justice gave the opinion that the proposed lease of the Morgantown Ordnance 
Works by the Army to Allied Chemical & Dye Corp. would “tend to create and 
maintain a situation inconsistent with the antitrust laws.’”’ Upon the strength of 
your views, with which the Federal Trade Commission concurred in its letter 
of August 24, 1951, the Army has rejected the proposal to lease offered by Allied 
Chemical & Dye Corp. The proposal offered by United Distillers of America, Inc., 
discussed in your letter of August 6, 1951, to Col. W. H. Hastings, Corps of 
Engineers, has also been rejected. The primary reason for rejection was that 
United Distillers has never engaged in ammonia production, and the Army 
must insure that, in the event of total mobilization at an early date, a plant of 
such vital importance will be operated by a concern whose experience is 
established. 

Under these circumstances we are commencing negotiations for the lease of 
the Morgantown Ordnance Works with Mathieson Chemical Corp., of Baltimore. 
Mathieson is the third of the three concerns responding to our advertisement for 
leasing proposals issued on June 25,1951. At this time, therefore, the Department 
of the Army would appreciate your opinion specifically on the question whether 
a lease of Morgantown Ordnance Works to Mathieson Chemical Corp., will con- 
stitute a violation of the antitrust laws. 


Very sincerely yours, 
ARCHIBALD §. ALEXANDER, 


Under Secretary of the Army. 


Mr. Courtney. As far as you know, that is the first time you were 

a RT with respect to Mathieson ? 
r. Mevcutor. That is true. 

Department of Justice exhibit No. 8 consists of a letter dated Sep- 
tember 19, 1951, addressed to the Army in response to the Army’s 
ey Penaa 3d 7 letter, in which we advised, “Upon the basis of the 
information you have furnished to us concerning the Morgantown 


plant and the position of Mathieson Chemical Corp. in the ammonia 
and methanol industries, it is our view that the proposed lease would 
not tend to create or maintain a situation inconsistent with the anti- 
trust laws.” 
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(The document referred to was marked “Department of Justice 
exhibit No. 8,” and is as follows:) 
DEPARTMENT OF JUSTICE Exuipit No. 8 
DEPARTMENT OF JUSTICE, 
Washington, D. C., September 19, 1951. 
Hon. ARCHIBALD S. ALEXANDER, 
Under Secretary of the Army, 
Department of the Army, 
Washington, D.C. 

My Dear Mr. ALEXANDER: We have your letter of September 7, 1951, request- 
ing our opinion as to whether a lease of the Morgantown Ordnance Works to 
Mathieson Chemical Corp. will constitute a violation of the antitrust laws. 

The information submitted to us indicates that Morgantown was designe: 
for the production of anhydrous ammonia and methanol and that Mathieson 
intends to use this facility for its designed purposes. We have also been advised 
that under the lease agreement the Department of the Army has first right to 
the Morgantown production in the event the necessity arises. 

In our letter to you dated August 22, 1951, concerning the proposed lease dis- 
position of this facility to Allied Chemical & Dye Corp., we indicated the reasons 
for the language used in connection with our advice on disposals of certain Goy- 
ernment property. For this reason we have adopted in our advice in this situa- 
tion the language used in section 207 of the Federal Property and Administrative 
Services Act of 1949 rather than in terms of your request. 

Upon the basis of the information you have furnished to us concerning the 
Morgantown plant and the position of Mathieson Chemical Corp. in the am- 
monia and methanol industries, it is our view that the proposed lease would 
not tend to create or maintain a situation inconsistent with the antitrust laws. 
We express no opinion, however, concerning the legality of any programs, activ- 
ities, or practices in which the proposed lessee may engage in the utilization of 
this facility. 

Sincerely yours, 
NEWELL A. CLAPP, 
Acting Assistant Attorney General. 


Mr. Mercntor. Mr. Chairman, that concludes the exchange of cor- 
respondence between the Army and the Department of Justice relative 
to the dispositi ion of the Morgantown facility. 

Mr. Courtney. Was there any other exchange of views, any oral 
exchange of views, between representatives of your Department and 
the Army concerning this transaction, of which you are aware? 

Mr. Metcnior. There were quite a number. I am not aware of all 
the exchanges that took place. I attended a number of conferences 
that were held in Mr. Morison’s office with representatives from the 
Department of the Army. I spoke over the phone to various officials 
of the Department of the Army. But I do not claim to know of all 
conversations that took place. 

Mr. Courtney. But the ultimate of the Department’s position is 
contained in the exchange of correspondence which you have intro- 
duced here as exhibits 1 to 7? 

Mr. Metcuior. That is correct, sir. 

Mr. Courrney. These were informal discussions all relating to the 
same subject matter. And did you ever have a different conclusion 
from what you expressed here in the form of the letters? Did the 
Department ever entertain a different conclusion with respect, for 
example, to United, Allied, or Mathieson ? 

Mr. Metcutor. I am not sure exactly what you have in mind by your 
question. 

Mr. Courtney. Well, I am trying to find out whether or not there 
was any difference of opinion, any variance of opinion, in the Depart- 
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ment as to whether or not any one of these four firms would have 
been in violation in your opinion of the Antitrust Act if they had 
received this lease. 

Mr. Mexcutor. To the best of my knowledge, I know of no opinion 
expressed by any member of the staff concerned with this disposition 
in the Department of Justice that was contrary to our ultimate con- 
clusion. 

Mr. Cuemente. Mr. Melchior, will you tell me how the Department 
decided in its discretion to intervene in this disposition of the Morgan- 
town Ordnance Works? 

Mr. Mercnior. In order to answer that question, I think I could 
give a little background as to the reasons for the Department’s inter- 
est in the synthetic nitrogen industry. 

Both the Congress and the President have recently and from time 
to time since World War II expressed grave concern over the growth 
in concentration of the productive facilities in this country. 

The Congress enunciated that idea most recently in the 1950 amend- 
ment to section 7 of the Clayton Act, wherein the prohibitions against 
corporate mergers and acquisitions were broadened, in our view, to 
a certain extent. The reports accompanying that bill indicated strong- 
ly that the Congress was concerned over the growth in economic con- 
centration and indicated that the amendments would have a great 
tendency to halt this growth. 

The President himself on numerous occasions expressed such con- 
cern, specifically by memorandums to executive agencies dated 
September 28 and December 20, 1950, and again in a letter addressed 
to the President of the Senate dated October 13, 1951, concerning 
the enforcement of the amended section 7 of the Clayton Act by the 
Federal Trade Commission. In view of this concern by the Congress 
and the President over this growth in concentration taken in con- 
junction with information we had in our files concerning the nitrogen 
industry prior to the war and the great impetus given to the erection 
of production facilities for synthetic nitrogen during the war to a 
great extent by Government appropriations, it was the view of the 
Department of Justice that all efforts should be made to try and dis- 
pose of these Government-owned synthetic-nitrogen plants in such 
a manner as to bring about a greater degree of competition in that 
field than existed prior to World War II. 

Testimony was introduced to the committee yesterday to the effect 
that prior to World War II there were two dominant producers in 
this field; namely, Allied Chemical and du Pont. I believe the figures 
cited showed that a combination of the two controlled something 
around 80 percent of the entire industry capacity. 

Allied Chemical, being the largest in that field, I believe, have ad- 
mitted that they had something in the neighborhood of 53 percent 
prior to World War I. 

Mr. Cremente. I or II? 

Mr. Metcuior. World War II; I beg your pardon. 

As a result, at the outset of World War II when the Government 
found the capacity for the production of synthetic ammonia greatly 
in short supply, it undertook an extensive construction program with 
the help of certain companies that were familiar with this field and as 
a result increased the domestic capacity for the production of synthetic 
nitrogen far above that. which existed before World War II. 
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For this reason, during the years subsequent to World War IJ, 
when Government plants were being disposed of, the Department of 
Justice had a vital interest in insuring, insofar as it could, that these 
plants would be disposed of in such a manner as to bring about greater 
competitive conditions in that industry. 

Mr. Ciemente. Is that a statutory interest, Mr. Melchior? 

Mr. Mexcuior. Insofar as the Department of Justice has the func- 
tion of enforcing the antitrust laws, I believe it is. 

Mr. Ciemen'r. And you recited two letters in your prior testimony. 
Would you care to introduce those in evidence? One was of October 
13 and one of a previous date. 

Mr. Courtney. I think they are. 

Mr. Ciemente. No. He said one to the President of the Senate 
and 

Mr. Courtney. Oh, I am sorry. 

Mr. Mexcuior. I can introduce into evidence the letter addressed 
by the President to the President of the Senate dated October 13, 
1951, which I will label “Department of Justice Exhibit No. 9.” 

(The document above referred to was marked “Department of Jus- 
tice Exhibit No. 9,” and is as follows :) 


DEPARTMENT OF JUSTICE Exutsit No. 9 


OcrToBER 13, 1951. 
The PRESIDENT OF THE SENATE. 

Str: I have the honor to transmit herewith for the consideration of the Con- 
gress, a proposed supplemental appropriation for fiscal year 1952 in the amount 
of $300,000. 

This sum is urgently needed so that the Federal Trade Commission can begin 
a full-scale effort to enforce Public Law 899, the antimerger statute passed last 
year by the Highty-first Congress. Approval of this appropriation request would 
restore funds eliminated by the Congress in passing the Independent Offices 
Appropriation Act for this fiscal year. 

This antimerger statute which I signed on December 29, 1950, is one of the most 
important antimonopoly measures enacted by the Congress since 1914. But 
without funds for enforcement, its constructive purpose will be nullified. 

The purpose of Public Law 899 is to arrest the continuing rise in the concentra- 
tion of economic power by prohibiting business mergers which seriously injure 
competition and promote monopoly. This statute closes a gaping hole in the 
Clayton Act of 1914. Under that act, the Federal Trade Commission had been 
empowered, among other things, to prevent one concern from obtaining contro! 
over a competitor through the purchase of stock, if the result would be to promote 
monopoly and injure competition in the industry. 

However, the act left a loophole for firms to consolidate their control over an 
industry by bringing about actual mergers with competitors, buying up their 
assets rather than their stock. 

In the years since the Clayton Act was passed, this practice of acquiring assets 
had made the restrictions on stock acquisition virtually meaningless. In the last 
three decades, more than 12,000 mergers have taken place through the purchase 
of assets, entirely outside the control of the Federal Trade Commission. Un- 
doubtedly, the effect has been to overcome in many industries the restraints on 
monopoly which the Clayton Act intended. 

For years I joined with many others in urging that this loophole be closed. 
These efforts ended in suecess when the Eighty-first Congress amended the Clay- 
ton Act by Public Law 899, to make acquisition of assets as well as stock subject 
to review by the Federal Trade Commission. 

Yet it is obvious that the purpose of this new law will be served only to the 
extent that the Federal Trade Commission can undertake vigorous enforcement. 
To begin effective enforcement the Commission must have more funds. 

Early this year, shortly after enactment of Public Law 899, I transmitted to 
the Congress an amendment to the budget, providing a $500,000 increase in the 
Yommission’s appropriation for fiscal 1952. Unfortunately, while the House 
Appropriations Committee approved two-thirds of this additional amount, that 
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increase was cut out by an amendment adopted on the House floor. And although 
$250,000 was at first restored by the Senate Appropriations Committee, that sum, 
too, Was drastically reduced by application of a general cut of 10 percent in the 
appropriations for most of the agencies under the independent offices appropria- 
tion act. 

As a result, the funds which have now been appropriated to the Federal Trade 
Commission for this fiscal year will not permit anything approaching general 
enforcement of Public Law 899. The Commission is going to do all it can out 
of its present appropriation. But at best that will only make possible examina- 
tion of a small portion of the many mergers now taking place. 

This is a very serious prospect which may have really harmful effects on our 
whole antimonopoly program. The seriousness of the situation is dramatized 
by what has been happening to corporate mergers since the passage of Public 
Law 899. 

Before that law was enacted, these mergers were taking place at the rate of 
about 200 a year. But in the months since the law was passed, the rate has 
shot up to about 750 a year. In the second quarter of 1951, the merger rate 
reached the highest level in 20 years. Of course, all mergers are not necessarily 
harmful to competition and do not necessarily increase monopoly. But some of 
the current mergers undoubtedly are having that effect. And all this is hap- 
pening after the Congress has passed legislation which is supposed to regulate 
these mergers and screen out the dangerous ones. 

So long as the Federal Trade Commission is denied adequate funds to begin 
an effective enforcement job, we can only assume that mergers will continue at 
an increasing rate. If this is allowed to go on, we may well find ourselves in 
worse circumstances than before Public Law 899 was ever passed. 

That would be a tragic reversal of the fine, progressive action taken by the 
Highty-first Congress when it passed this law. I cannot believe that the present 
Congress would wish to let that happen. 

Therefore, it is my earnest hope that the Congress will complete action on this 
supplemental appropriation in the time remaining before adjournment of the 
present session. The amount involved is the minimum required by the Federal 
Trade Commission to begin adequate enforcement of Public Law 899 during the 
balance of this fiscal year. 

Details of this appropriation estimate are set forth in the attached letter from 
the Director of the Bureau of the Budget. 

Respectfully, 


Harry §. TRUMAN. 

Mr. Mexcutor. The December 20 and September 28 letters I can’t. 
I think the committee will have no trouble getting copies of them, 
however. I don’t have any available, myself. They were distributed 
to all agencies. 

Mr. Cremenre. Would you submit it and mark it “No. 10”? 

Mr. Metcuior. Yes, sir. 

(Documents to be submitted as exhibit No. 10.) 

Mr. Metcnior. ,As has been indicated in some of the committee’s 
previous hearings, there appeared to be prior to World War II about 
six or seven companies engaged in the production of synthetic nitro- 
gen. Subsequent to World War II, or at least around 1951, it was 
disclosed there appeared to be about 14 companies so engaged. 

The fact that the number of companies engaged in this field of 
production has increased, we feel, has to some extent been brought 
about by a judicious disposal program on the part of the Gover nment 
agencies involved so as to bring into the synthetic nitrogen industry 
new and more companies to pr rovide a greater base for competition. 

A very large percentage of the existing capacity in this country to- 
day for the production of synthetic nitrogen has been brought about 
by the Government’s own construction program during the war. The 
Department on occasions has had an opportunity to comment with 
respect to these disposals since World War IT. 
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The present submission of the Army is merely another one of these 
opportunities. The condition of the synthetic nitrogen industry be- 
fore the war accounts for the Department of Justice’s vital interest 
in the disposition of these plants. 

We have on other occasions, as I suggested earlier, requested the 
Department of the Army to give us an opportunity to comment on 
proposed dispositions of these plants. In two cases in 1950, the Army 
complied and cooperated with us to this extent, by submitting for our 
advice and recommendation the disposition of the Ohio Rive: 
Ordnance Works in Henderson, Ky., and the San Jacinto Ammonia 
Works, San Jacinto, Tex. 

The Department was vitally interested in commenting on the pro- 
posed disposition of Morgantown in that Morgantown was and is one 
of the largest domestic plants designed for such production. 

One of the earliest difficulties we had after Morgantown had been 
submitted for our advice was the variety of statistics presented to us 
from various sources, most of which were not completely in agree- 
ment. We received statistics from the Department of the Army, both 
in 1950 and 1951. We received them from the Department of Agri- 
culture; we received them from Allied Chemical & Dye; and we re- 
ceived them from United Distillers. Although these figures were not 
in complete agreement as far as capacity for the production of syn- 
thetic nitrogen was concerned, we found them to be substantially in 
agreement. 

In a memorandum supplied to us in connection with this disposition 
by Allied Chemical & Dye, Allied Chemical indicated that although 
the figures did differ somewhat, they felt the difference was not of a 
substantial nature. 

In commenting on the disposition of Government property, we ask 
the executive agency concerned with such disposition to supply us with 
all requisite information. It has been the practice of these executive 
agencies to secure this information from the proposed lessee or pur- 
chaser and we as a rule accept the figures so supplied as being true 
unless other information in our file indicates them to be otherwise. 

In this case we accepted and used for our determination in the case 
of Allied the figures supplied to us through the Army by Allied 
Chemical. ; 

Mr. Cremente. Mr. Melchior, would you care to discuss the di- 
rective of the President of September 28, 1950? I think it had rela- 
tion to undue concentration for economic reasons of industry. 

Mr. Metcutor. The directive of the President dated September 
28, 1950, as I remember, was addressed to all the Government agencies 
concerned with the defense effort and it directed the heads of the vari- 
ous agencies to consult with the Attorney General and with the Federa! 
Trade Commission in all matters that have anything to do with our 
competitive system as related to the defense and mobilization program. 

He urged very strongly that in the event these agencies were takin 
any steps which may have some effect on our competitive system. 
that before taking these steps, they consult with the Attorney Genera! 
and the Federal Trade Commission. : 

Mr. Courtney. That will be exhibit 10 ultimately, will it not, that 
letter ? 

Mr. Ciemente. Is that the letter you were talking about originally / 

Mr. Metcutor. Exhibit No. 10. 
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The document referred to was marked “Department of Justice 
Exhibit No. 10” and is as follows:) 


DEPARTMENT OF JUSTICE Exutpit No. 10 


SEPTEMBER 28, 1950. 


The President today sent the following memorandum to: 
Chairman, National Security Resources Board. 
Secretary of Commerce. 
Secretary of the Interior. 
Secretary of Agriculture. 
Secretary of Defense. 
Secretary of the Army. 
Secretary of the Navy. 
Secretary of the Air Force. 
Secretary of Labor. 
Chairman, Board of Governors of the Federal Reserve System. 
Chairman, Board of Directors, Reconstruction Finance Corporation. 
Administrator, Housing and Home Finance Agency. 
Chairman, Interstate Commerce Commission. 
Administrator, General Services Administration. 

As I pointed out in my State of the Union message in January 1947, during 
the last war the long-standing tendency toward economic concentration was 
accelerated. Partial mobilization, in the absence of protective measures, may 
again expose our economy to this threat and thereby imperil the very system 
we are seeking to protect. In numerous provisions of the Defense Production 
Act of 1950, the Congress indicated its concern over this danger to free com- 


petitive enterprise. 


In order that this danger may be minimized, ii is requested that, in per- 
forming those functions delegated to or vested in you by Executive Order 
10161, you consult with the Attorney General and the Chairman of the Fed- 
eral Trade Commission for the purpose of determining and, to the extent con- 
sistent with the principal objectives of the act and without impairing the 
defense effort, of eliminating any factors which may tend to suppress com- 
petition unduly, create or strengthen monopolies, injure small business, or 
otherwise promote undue concentration of economic power. 

I am requesting the Attorney General and the Chairman of the Federal 
Trade Commission to consult with you as the occasion requires and to report 
to me from time to time concerning the progress that is being made in carry- 


ing out this policy. 


Memorandum for: 


Harry S. TRUMAN. 


THE WHIrTE Hovse, 
Washington, December 20, 1950. 
Chairman, National Security Resources Board 
Secretary of Commerce 
Secretary of the Interior 
Secretary of Agriculture 
Secretary of Defense 
Secretary of the Army 
Secretary of the Navy 
Secretary of the Air Force 
Secretary of Labor 
Chairman, Board of Governors, Federal Reserve System 
Chairman, Board of Directors, Reconstruction Finance 
Corporation 
Administrator, Housing and Home Finance Agency 
Commissioner, Interstate Yommerce Commission, in 
Charge of the Bureau of Service 
Administrator, General Services Administration 
Administrator, Economic Stabilization Agency 


AS resets by the Defense Production Act of 1950, the Attorney General 
has submitted to me and to the Congress his first report concerning the 
dangers to a competitive enterprise economy which are inherent in mobiliza- 


tion for defense. 


This report discusses various areas in which the dangers 
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to competitive enterprise are particularly serious, and policies for minimiz- 
ing these dangers. 

While our paramount goal must be to strengthen the national defense both 
rapidly and effectively, we have also a responsibility to protect and preserve 
competitive enterprise in the structure of our economy. It is most important, 
as I indicated in my memorandum of September 28, that we should avoid, 
insofar as possible, measures which may impair the vigor of free competitive 
enterprise by suppressing competition, creating or strengthening monopolies, 
injuring small business, or otherwise promoting undue concentration. I be- 
lieve that the Attorney General’s analysis will be of assistance to you in 
identifying some of the problems about which you should consult with the 
Attorney General or the Federal Trade Commission in carrying out your 
responsibilities in the defense program. Such consultation is particularly 
necessary during this early phase of the defense program when major policy 
decisions are being made. I again urge that full consideration be given to 
these problems and recommend that you call the report to the attention 
of all members of your staff concerned with them. 

Harry 8S. TRUMAN. 

Mr. Courtney. That will be. 

Mr. Metcuior. Will be when I havea copy of it. 

Mr. Ciemente. Has the position of the Department up to this time, 
now, changed with relation to decisions made in August and July of 
this year in connection with this leasing ? 

Mr. Mevcuior. The position of the Department has not changed. 

(Statement off the record. ) 

Mr. Metcuior. I can quote you a pertinent part of that directive, if 
you would like to get it in the record. The executive agencies were 
directed to consult with the Federal Trade Commission and the At- 
torney General— 
for the purpose of determining and, to the extent consistent with the principal 
objectives of the [Defense Production] Act and without impairing the defense 
effort of eliminating any factors which may tend to suppress competition unduly, 
create or strengthen monopolies, injure small business, or otherwise promote 
undue concentration of economic power. 

That appears to be a very pertinent part of that directive. I can 
proceed now and give you the basis for our conclusions, unless you 
have some questions as far as chronology is concerned or how the 
Department of Justice got into it. 

Mr. CLemente. One other question. Was the Department of Justice 
requested to take action by the Federal Trade Commission also in this 
case ? 

Mr. Metcutor. Was the Department requested by the Federal Trade 
Commission ? 

Mr. CLEMENTE. Yes. 

Mr. Metcuior. No, sir. 

Mr. Courtney. Well, your action was more or less simultaneous: 
was it not? Were not the Federal Trade Commissioners interested in 
this proposal of the lease of the Morgantown ordnance plant ? 

Mr. Mexcutor. My understanding is that the Commission also was 
vitally interested in the concentration that may exist in this field and 
wrote a letter to the Department of the Army expressing views sub- 
stantially the same as the views we expressed. 

Mr. Courrnrey. Whatever action they took was parallel to yours? 

Mr. Metcuior. Well, approximately the same. I think their letter 
went out maybe a day or so later than ours. 

Mr. Covurrney. Their action, however, was independent and parallel 
to yours ? 
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Mr. Metcutor. It was an independent action, yes. They did consult 
with us, I can advise you of that, with respect to this matter, because 
I believe we had some information in our files which they may not 
have had and they consulted with us in this respect. 

Mr. Courtney. Mr. Chairman, may I suggest a few questions, just 
so we will be clear. 

Mr. CLemente. Yes. 

Mr. Courtney. Now, I notice in the letter of August 22, which is 
your exhibit 6, that you make reference to section 207 of the Federal 
Property and Administrative Services Act of 1949, which is 63 
Statutes 377. 

Mr. Metcutor. Yes, sir. 

Mr. Courtney. That portion is referred to on page 391 of the same 
statutes. Now, I will ask you for information whether you consider 
that the leasing of a plant by the Secretary of the Army or any of 
the services under the provisions of section 1270 of title 10, which is 
recited in the whereas clause of this proposed lease to the Mathieson 
as being the statute under which the Secretary is proposing to oper- 
ate—I will ask you whether or not you consider in your opinion 
a lease amounts to a disposal as referred to in this statute? 

Mr. Metcuior. With respect to section 207 of the Federal Property 
and Administrative Services Act, that section we understand governs 
the disposition of surplus property. A surplus property of over a 
certain value when acquired, which is to be disposed of by any Federal 
agency, under that section, must be submitted to the Attorney Gen- 
eral for his advice as to whether such a proposed disposition would 
tend to create or maintain a situation inconsistent with the antitrust 
laws. 

With respect to your question as to whether a lease is a disposition, 
we have followed that thinking in the Department. Any surplus 
disposition, whether lease or sale, we consider as coming within that 
section. 

Mr. Courtney. Let me ask you, then, specifically, this question : 
In the opinion of the Attorney General, does a proposal by the Sec- 
retary of the Army to lease under section 1270 of title 10, which is 
its general leasing authority—— 

Mr. Mercuior. Yes. 

Mr. Courtney. Invoke the provisions of section 207 so as to re- 
quire—and is it a proposal to dispose within the meaning of that 
section—an aflirmative action by the Attorney General ? 

Mr. Mevcuorr. Our position on that—although I am not too fa- 
miliar with the statute you are referring to under which the Secretary 
of the Army disposes 

Mr. Courtney. Would you like—— 

Mr. Metcuior. I don’t believe that is applicable to surplus property. 

Mr. Courtney. No, it isn’t. If I remember the section correctly, 
it is not. 

Mr. Mevontor. That is right. 

Mr. Courtney. Section 1270 refers to property which is in excess 
of the needs, the immediate needs of the Department, but has not been 
declared surplus. 

Mr. Mevcuior. And it is our understanding that Morgantown may 
have been in that category. At least Morgantown to my knowledge 
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had not been declared surplus and if it had not been declared surplus 
it would not come within the terms of section 207. 

Mr. Courtney. Well, that was the precise question. 

Mr. Mevcuior. That is our view on it. I can say that I personally 
am not familiar with the various disposing statutes, other than sec- 
tion 207, which has to do with the disposition of surplus property. 
There are quite a number of statutes applicable to various Government 
agencies having to do—— 

Mr. Courtney. I think we can agree for the purpose of the question 
that this has not been declared surplus. 

Mr. Me vcutor. That is my understanding, and for that reason 
Morgantown did not specifically come within the terms of section 207. 

Mr. Courtney. Two hundred and seven ? 

Mr. Metcutor. That is right. 

Mr. Courtney. Then the question whether the position which is 
taken by the Attorney General in this instance derives from sectioi 
207 would be answered in the negative. And I will ask you whether 
or not for our information there is any specific statutory authority 
that—would require an expression of opinion by the Attorney Genera! 
concerning any proposal to lease property under section 1270 of title 
10 for excess property ¢ 

Mr. Meccuior. I lane of none. 

Mr. Courtney. The opinion which has been expressed by the Attor- 
ney General is in implementation of the President’s directive of Sep- 
tember 28 and December 20, 1950; in any event, your exhibit 10. 

Mr. Metcuior. That is correct. Exhibit No. 10 I have listed as 
September 28 and December 20 directives. 

Mr. Courtney. Then there is a previous exhibit, exhibit No. 9, 
referring to the same subject. 

Mr. Mexcuior. Exhibit 9 was a letter from the President to the 
President of the Senate dated October 13, 1951, in which he called 
attention to the growth in economic concentration. 

Mr. Ciemente. What number is the President’s directive of Sep- 
tember 28, 1950? That is the one in connection with the call upon 
all the agencies to consult for the purpose of determining and to the 
extent consistent with the principal objectives of the act where he 
was concerned about the prevention of undue economic concentration / 

Mr. Metcuior. That is an earlier one and is part of exhibit 10. 

Mr. Ciemente. All right. 

Mr. Me.cutor. There were a number of them. 

Mr. Courtney. They all bear on the same point. 

Mr. Metcuior. Growth in concentration and consultation with the 
Attorney General and with the Federal Trade Commission with re- 
spect to competitive situation and how it may be affected by the mobili- 
zation effort. 

Mr. Courtney. And the final expression of opinion of administra- 
tive policy is in exhibit 10; is it not? 

Mr. Metcurior. That is one of the most recent ones. That is why I 
cited that. But it is not our view—now I am not sure the committee 
is clear on our position on this point—that the Army was required to 
submit this disposition for our advice. 

Mr. CourtNeY. You mean by a specific statute ? 

Mr. Metcuior. By a specific statute. 

Mr. Courtney. All right. 
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Mr. Metcuior. We requested that the Army give us an opportunity 
tocomment. The Army did not have to, as I see it. But the Army 
has been very cooperative with the Department of Justice in this 
respect and we have tried to cooperate with them. Since this property 
has not been declared surplus, in my mind it did not come within 
the terms of section 207 and as a result we were not required to advise 
and the Army was not required to submit. Since the Army did 
submit it to us for advice, we gave our advice and in this case we gave 
our advice in accordance with the phraseology used in section 207 
because we believed that the Congress in enacting section 207 had laid 
down a certain test to be applied, antitrustwise, in disposals by Gov- 
ernment agencies. And since the Congress had so recently as 1949 
established such a test, we felt that that was the test we should apply. 

Mr. Courrney. But would it be a fair statement to say that in 
reality what you were doing at this point was implementing the Presi- 
dential directives, the last of which was your exhibit No. 10? 

Mr. Metcuior. That is true. 

Mr. Courtney. As the Ationnieg General and the chief law enforce- 
ment officer of the United States 4 

Mr. Meccuior. Right. 

Mr. CieMente. Did the Department use as a basis for its decision 
a chart; did they have a percentage chart, showing 

Mr. Courtney. May I break in here? 

(Confers with chairman.) 

Mr. Ciemente. Do you have such a chart, sir, that shows the per- 
centage of concentration of nitrogen, for instance, in the eastern sea- 
board, the middle seaboard, and the Pacific seaboard, and the per- 
centage breakdown of the controlling interests of Allied, United, du 
Pont, et cetera ? 

Mr. Metcuior. As I indicated earlier, our conclusions in this case 
were based upon information supplied to us through the Department 
of the Army by Allied Chemical. 

Mr. Ciemente. I understand. You have accepted those figures. 
But did you prepare a chart, so we can look at it? 

Mr. Mexcutor. There was a chart submitted along with that in- 
formation by Allied. 

Mr. CiemENteE. By Allied? 

Mr. Metcuror. By Allied. 

Mr. Ciemente. And was there such a chart submitted by anyone 
else 

Mr. Mevcutor. We had a chart from the Department of Agricul- 
ture. 

Mr. CLemente. What I am trying to bring out is this: I assume that 
the charts submitted were not too much at variance. 

Mr. Mextcuior. Substantially they were the same. There were some 
differences, but they were substantially the same. For this reason we 
accepted Allied’s since we were advising with respect to Allied’s 
proposed lease. 

Mr. Cuemente. Do you have such—— 

Mr. Metcutor. We used their figures. 

Mr. Citemente. Do you have such a chart of the Allied, and also 
a chart of the Agriculture Department ? ; 

Mr. Metcurior. I do, sir. 

Mr. Cremente. Would you submit copies of the charts to the 
committee ? 
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Mr. Metcuior. I have a chart which is designated “National capac- 
ity for the production of synthetic nitrogen by company on July 1, 
1951.” These figures were supplied to us by Allied Chemical through 
the Army. 

Mr. CLeMENTE. Now does it give the location of the facilities in that 
chart ? 

Mr. Mevcnior. It does not. 

Mr. CLemMente. Would you submit that chart for the record ? 

Mr. Metcntor. Ican. Iam not prepared today, but I can submit it. 

Mr. CLemenre. In your consideration of the decision you made, dic 
you consider the concentration of the production of nitrogen in one 
territorial area, for instance the eastern seaboard or middle Atlantic 
or western seaboard, as a point of issue here for the Department to 
dwell upon in its decision ? 

Mr. Metcutor. To a certain extent, but we didn’t go into that 
point in great detail since we were looking at this problem on a na- 
tional basis. We felt the concentration of the productive capacity 
in the hands of Allied on a national basis alone was great enough to 
warrant our advising unfavorably in this situation. 

Mr. CLemente. Well, I will pose a second question. Supposing 
Allied’s concentration nationally wasn’t sufficient. Could there be 
an interpretation where one concern has a concentration of the pro- 
duction of nitrogen in one area, for instance, the entire eastern sea- 
board and make a differential ? 

Mr. Mevcntor. Under the terms of the amended section 7 of the 
Clayton Act, that would be very pertinent. And since the amended 
section 7 of the Clayton Act is one of the antitrust laws with which 
we have to determine the consistency of a disposition, a regional or 
section-of-the-country analysis would be pertinent. However, we 
were not supplied any information along those lines specifically. 

Mr. Ciemente. Referring to this exhibit we will call 11—is that 
11? 

Mr. Mevcutor. We can designate it 11. 

(The document referred to was marked “Department of Justice 
Exhibit No. 11” and is as follows:) 


DEPARTMENT OF JUSTICE Exuisit No. 11 


Tas_e B.—National capacity for the production of synthetic nitrogen by company 
on July 1, 1951 


{Figures supplied by Allied Chemical] 
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Mr. Cremente. The chart, No. 11. From the information you have 
on that chart, could the committee readily identify the location of 
the facility ? 

Mr. Mevcutor. They could not. The only information given on 
this chart is the name of the company, its capacity, and its percentage 
of tatal domestic capacity. 

Mr. Ciemente. Oh, there are no facilities mentioned at all. 

Mr. Mevcoutor. Not on this particular chart. 

Mr. Ciemente. What about the chart of the Department of Agri- 
culture ¢ 

Mr. Mevcuior. I might add the chart we are making exhibit 11 has 
already been submitted to the committee in another form by Allied 
Chemical and in a much more detailed form. 

Mr. Ciemenre. All right. Well, at any rate, we will take these 
exhibits in view of the fact that you based your observations on the 
information contained in these two exhibits. 

Mr. Mevcuior. I have a chart here which was submitted by Allied 
Chemical wherein they list each of the companies engaged in the 
production of synthetic nitrogen and give the location of each of the 
plants. This was, as I say, submitted to us by Allied Chemical. I 
can read from that if it is the committee’s pleasure. However, we 
didn’t gather this information. Allied Chemical gathered it for us. 

Mr. Ciemente. Well, you think from that chart the committee 
could completely understand the substance of it? : 

Mr. Mexcntor. I think from this chart you could determine whether 
there is a greater concentration of these facilities in one part of the 
country than in any other part. 

Mr. Ciemente. All right. 

Mr. Mevcuior. I think you could determine from that. As I say, 
Allied Chemical has submitted that yesterday. 

Mr. CLEMENTE. Will you mark that one as your next exhibit? 

Mr. Metcutor. Do you want me to make that as an exhibit, since the 
committee already has it? 

Mr. Ciemente. Is it identical with the one we have? 

Mr. Mevcutor. I was informed by counsel for Allied that it was. 
It is schedule No. 1. 

Mr. Ciemente. All right. We have it. 

Iwant to ask you one more question, Mr. Melchoir. Would the fact 
that there is a concentration in the entire seaboard, for instance, of 
a certain product—as you said, it would be a basis for action by your 
office in view of the change to section 7. 

What is the major consideration there besides the concentration 
that would precipitate your Department’s action, besides the con- 
centration itself? What is the next major factor that would be taken 
into consideration ? 

Mr. Metcuior. Well, that is a very difficult question to answer. 

Mr. Ciemente. Would you consider freight, usage area, or 

Mr. Metcuior. I think Sonicalis we would probably have to deter- 
mine the extent of competition that may exist between various pro- 
ducing units. And you have to look at the commodity involved. 

Mr. Ciemente. Isn’t freight a phase of it? 

Mr. Metcnior. Freight would be a phase of it. I mean, it is some- 
thing you just can’t lay down a definite rule about. You have to 
look at the industry, the type of product, and whether the product is 
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readily shipped to other parts of the country or whether it is the type 
of product that is too expensive to ship and may be sold in the in- 
mediate area of production. 

Mr. Ciemente. Well, that is what I want to learn. I want to hear 
the points the Department uses in evaluating situations, so as to make 
a decision. If that is one of them, I would like to hear it. If there 
are any others, we would like to hear that, too. 

Mr. Mexcutor. You are interested in the points we use as a basis 
for our conclusion ? 

Mr. CiemMente. Yes. 

Mr. Mercuior. I will try and make this brief. 

Mr. Courtney. I think the committee is interested in a very general 
view of what factors you considered would be pertinent in making a 
determination of this kind and which were the dominant ones in this 
decision. 

Mr. Metcuior. Information supplied to us by counsel for Allied 
indicated that as of July 1, 1951, Allied Chemical & Dye had about 
26.1 percent of total industry capacity for the production of synthetic 
nitrogen. 

I might interject a point there. There may be one- or two-tenth 
point difference in these percentages, which I don’t think would be 
substantial. Allied was the largest company capacitywise in the in- 
dustry, and we had been informed that production was roughly at 
capacity of that date. We were informed that there presently is a 
shortage of synthetic nitrogen. 

Mr. Courtney. You mean the production of all plants was at 
capacitiy ? 

Mr. Mercuior. Generally that is true. There was a shortage of 
synthetic nitrogen and consequently on all the information we had it 
looked as though all capacity was being used for production. This 
chart then goes and lists the other companies engaged in the same pro- 
duction in order of importance. I might say the second company ac- 
cording to this information was the Spencer Chemical with 12.8 per- 
cent. Lion Oil was next with 10.7 percent. 

We considered the percentage of control exercised capacitywise 
in this field by Allied Chemical in the light of its position prior to 
World War II, wherein, based on figures “supplied by Allied, it was 
indicated that Allied had about 53 percent of capacity and du Pont, 
who was No. 2, had roughly about 28 or 30 percent of capacity. 

Such a concentration of productive capacity in the hands of two 
companies wherein the industry is made up of only six producing 
companies we did not feel to be the type of situation condueive to 
vigorous competition. As a result of the Government’s dispositive 
program of synthetic nitrogen facilities subsequent to the war, 
Allied’s position apparently has dropped from 53 percent down to 
about 26 percent, du Pont has been accordingly reduced. 

The fact that these percentages on the part of the companies I 
have mentioned were reduced does not imply, however, that on a 
tonnage basis their capacity had been reduced. To the contrary, 
although Allied’s capacity percentagewise had dropped from 53 to 
26 percent, Allied indicated to us that their productive facilities have 
more than doubled since 1939 or 1940. 

Mr. Courtney. May I ask a question right there, Mr. Chairman’! 

Mr. Ciemente. Yes. 
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Mr. Courtney. I don’t get what you are driving at particularly 
there. Then the percentage in relation to the total production of 
the country or of all of the industry, in your opinion, would not be 
the dominant figure or the dominant consideration in making your 
decision in the Justice Department, but the relative capacity of the 
individual plant would be of concern; is that what you are intending 
to state? 

Mr. Metcutor. In some situations we look at sales, in some we look 
at production, and in some we look at capacity of the companies 
involved. There is no definite guide line as to which we will use. 
In this case the most accurate figures we could get to show the rela- 
tionship bétween the companies in the industry were capacity figures. 
We couldn’t get production figures. We could get production figures 
probably from the companies involved, such as Allied and Mathieson 
Chemical, but we couldn’t get production figures from the rest of the 
industry. 

However, the industry is apparently quite cognizant as to the capac- 
ity of each company in this field, and we used as our basis for com- 
parison the capacity of each producing company in the field and 
assumed that production was generally relatively the same as capacity, 
as of July 1951. 

Mr. Courtney. And that would be, of course, because there was a 
shortage of the product. 

Mr. Metcuior. The mobilization effort and the shortage of the 
product. 

Mr. Courtney. The Department of Agriculture testified there was 
a 506,000-ton shortage. So from that you assumed 

Mr. Mevcntor. There was no contrary information given to us. 
All parties seemed to be in agreement that there was a shortage, that 
capacity was just about being taxed, although we couldn’t get any 
definite figures on it, but everybody seemed to be in agreement on 
that point. 

Mr. Courtney. It would be a safe assumption, then, to assume they 
would be making as much as they could to supply the market. 

Then percentage of capacity was the figure that you considered in 
making your determination as to the position of these companies in 
their relation to the whole industry ¢ 

Mr. Mevcutor. On the basis of discussions with counsel and with 
the Army, we decided that would probably be the best and most likely 
basis to be used—capacity. 

Mr. Ciemente. Mr. Melchior, the testimony of the Allied was that 
in 1936 their capacity was 36 percent. They stated also presently 
with the capacity of Morgantown included they will have a total of 
33 percent. Will you give us the reason why at one time 36 percent 
was not considered worthy of action by your Department and that 
33 percent now is worthy of consideration by your Department? 

Mr. Metcutor. Was the year 1946¢ Is that the year you used ? 

Mr. CieMente. That is the year. The testimony is on page 244. 
The second paragraph on the page starts 

Mr. Courrney. He doesn’t have the transcript. 

Mr. Cremente. Here, take this testimony and read it, Mr. Melchior. 

Mr. Metcuior. If it please the committee, I have the memo pre- 
pared by Allied where they make reference to that fact. 

Mr. Cremente. All right. 
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_ Mr. Mercutor. They state in there that if the Department of Jus- 
tice was willing to permit Allied Chemical to acquire South Point, 
Ohio, plant in 1946, at which time apparently Allied would have had 
as a result of that acquisition about 36 percent of total domestic capac- 
ity, Allied then does not understand why in 1951 the Department 
opposes the lease of Morgantown to Allied when such an acquisition 
would result in givin Allied only 30 or 31 percent of 

Mr. Courtney. I think they say 33. 

Mr. Metcuror. Thirty-three, well we accept their figures. I don’t 
have them right here at the moment. I can explain the apparent 
discrepancy in our position very easily, in that in 1946 the South 
Point plant was apparently declared surplus and was submitted to 
the Attorney General under section 20 of the Surplus Property Act 
of 1944. At that time they were required to submit that disposition 
to the Attorney General for his advice and the Attorney General in 
that case was required to give his advice. 

Mr. Courtney. Well, that was a statute similar to 207 that we 
have just been referring to? 

Mr. Metcutor. That is right. I have section 20 here. Section 20 
makes it incumbent upon any disposal agency to notify the Attorney 
General of such proposed disposition and the Attorney General shall 
advise the Reus and the disposal agency whether in his opinion the 


proposed disposition will violate the antitrust laws. Notice they use 
the term “violate” in section 20. 

Section 20-—— 

Mr. Ciemente. Have you a copy of that section theze? 

Mr. Metcuior. I do, sir. 

Mr. CLEMENTE. Would you submit that for the record ? 

Mr. Courtney. Just interpolate—— 


Mr. Mevcuior. I will make that exhibit No. 12. 


Mr. Ciemente. All right. 
(The document referred to was marked “Department of Justice 


Exhibit No. 12” and is as follows:) 
DEPARTMENT OF JUSTICE Exursit No. 12 
SurpLus Property Act or 1944 


Sec. 20. Whenever any disposal agency shall begin negotiations for the disposi- 
tion to private interests of a plant or plants or other property, which cost the 
Government $1,000,000 or more, or of patents, processes, techniques or inventions, 
irrespective of cost, the disposal agency shall promptly notify the Attorney 
General of the proposed disposition and the probable terms or conditions thereof. 
Within a reasonable time, in no event to exceed ninety days after receiving such 
notification, the Attorney General shali advise the Board and the disposal agency 
whether, in his opinion, the proposed disposition will violate the antitrust laws. 
Upon the request of the Attorney General, the Board or other Government agency 
shall furnish or cause to be furnished such information as it may possess which 
the Attorney General determines to be appropriate or necessary to enable him 
to give the advice cailed for by this section or to determine whether any other 
disposition of surplus property violates the antitrust laws. Nothing in this 
Act shall impair, amend, or modify the antitrust laws or limit and prevent their 
application to persons who buy or otherwise acquire property under the provisions 
of this Act. As used in this section, the term “antitrust laws” includes the Act 
of July 2, 1890 (ch. 647, 26 Stat. 209), as amended; the Act of October 15, 1914 
(ch. 328, 38 Stat. 730), as amended; the Federal Trade Commission Act; and 
the Act of August 27, 1894 (ch. 349, secs. 73, 74, 28 Stat. 570), as amended. 
(Underscoring supplied.) 


Mr. Metcuior. Section 20 of the Surplus Property Act of 1944 has 
been repealed by the Federal Property and Administrative Services 
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Act of 1949, wherein by section 207 of the 1949 statute the test is 
stated to be: 

The Attorney General shall advise the Administrator and the interested execu- 
tive agency whether insofar as he can determine the proposed disposition would 
tend to create or maintain a situation inconsistent with the antitrust laws. 

You will notice the test is entirely different. Under the 1944 
statute, the Attorney General had to advise whether the proposed 
disposal would violate the antitrust laws. 

Mr. Courtney. Then the decision made in 1946 was based upon the 
requirement in the statute that the Attorney General specifically find 
a violation. 

Mr. Metcutor. That is right. The Attorney General was required 
to find a violation under section 20 of the 1944 Act, whereas under the 
1949 statute he is merely to advise as to its consistency with the anti- 
trust laws. 

Mr. Courtney. And he merely expresses an opinion ? 

Mr. Mevcuior. And he merely expresses an opinion whether it 
would tend—you notice the statute has been shaded down in two 
respects. Not only have they changed the word “violate” to “incon- 
sistent with,” but they have also added “whether the disposition would 
tend to create a situation.” So the 1949 statute from the point of 
view of the Attorney General is much broader than the 1944 statute. 

It is my understanding and from what little legislative history 
there is—there is not much on that particular point—but the reports 
of the committees indicate that there was an attempt to broaden that 
discretion on the part of the Attorney General. 

Mr. Courtney. Well, in addition to that, of course, you would have 
the Presidential directives 

Mr. Mevcuior. The Presidential directives expressing concern about 
the growth in concentration. We have the committee reports on the 
amendment of section 7 of the Clayton Act by the Congress in De- 
cember 1950, which indicated a great concern in such growth. 

Mr. Courrney. Then you have the Presidential directive, which 
is your exhibit 10. So that the position of the Attorney General in 
being required to make a decision upon the factual presentation in 
1951 would be greatly different from what it would be in 19464 

Mr. Metcuior. That is very true. 

Our advice under section 207 is not to be construed as meaning 
that the disposition would violate the antitrust laws. It is also not 
to be construed as meaning that it would not violate those laws. The 
Attorney General by such advice is calling attention, the attention 
of the interested executive agency, to the fact that in his opinion it 
may create a dangerous situation with respect to competitive 
conditions, 

Mr. CLemente. Well, thank you very much, Mr. Melchior. If you 
have anything else you would like to add to the testimony, you can 
do so now. 

Mr. Metcutor. No; I don’t believe so. 

Mr. CLemente. Would the gentleman from the Federal Trade Com- 
mission wish to come forward ? 

Mr. Miter. Yes. 

Mr. Courtney. Off the record. 

(Discussion off the record.) 
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Mr. Ciemente. Mr. Melchior, if you think there is any other in. 
formation which you have failed to give the committee and which 

ou think would be of any help to the committee, you may submit 
it as an additional exhibit. 

Mr. Mevcuior. Yes, sir. 

Mr. Ciemente. Off the record. 

(Discussion off the record.) 

Mr. Ciemente. Will you raise your right hand? Do you solemnly 
swear the evidence you are about to give on the matter under con- 
sideration by this committee shall be the truth, the whole truth, and 
nothing but the truth, so help you God ? 

Mr. Miter. I do. 

Mr. Ciemente. Be seated. 

Mr. Mitier. My name is Henry Miller. I am an assistant gener:l 
counsel of the Federal Trade Commission. In respect to the dispo- 
sition of the Morgantown ordnance plant, the Federal Trade Com- 
mission in August transmitted a letter to Hon. Archibald S. Alexander, 
the Under Secretary of the Army, expressing the Commission’s view 
with respect to the disposition of that plant to Allied Chemical & Dye 
Corp. from the standpoint of the effect such a disposition would have 
on the matter of competition and economic concentration. The Com- 
mission’s letter sets forth the basis upon which the Commission 
reached its conclusion and in order to place that before you I would 
like to read it or at least insert it in the record because it is complete 
in itself. 

Mr. CieMEeNnreE. We will have it marked as “Federal Trade Com- 
mission Exhibit No. 1.” 

(The document referred to was marked “Federal Trade Commis- 
sion Exhibit No. 1” for identification. 


FEDERAL TRADE COMMISSION ExHrsit No. 1 


AvcGusT 24, 1951. 
Hon. ARCHIBALD 8S. ALEXANDER, 
Under Secretary of the Army, 
Washington, D. C. 

My Dear Mr. ALEXANDER: Reference is made to the pending proposal to lease 
the Morgantown Ordnance Works, Morgantown, W. Va., for private operation and 
for which, we are informed, the Allied Chemical & Dye Corp., and United Dis- 
tillers of America, Inc., are bidding. 

The Commission under its statutory duties is concerned with the prevention of 
undue economic concentration, and monopolistic conditions which are inimical) 
to the maintenance of competition in consonance with law and Government 
policy. In the President's directive of September 28, 1950, the Federal Trade 
Commission and other agencies have also been called upon to consult “for the 
purpose of determining and, to the extent consistent with the principal objec 
tives of the act (Defense Production Act) and without impairing the defense 
effort, of eliminating any factors which may tend to suppress competition un 
duly, create or strengthen monopolies, injure small business, or otherwise pro 
mote undue concentration of economic power.” 

Respecting these duties of the Commission the Antitrust Division of the De 
partment of Justice has consulted with us in regard to the proposed leasing of 
the Morgantown Ordnance Works. We are informed that the Morgantown works 
under the lease proposals would be devoted to the production, wholly or prin 
cipally, of ammonia for military and civilian purposes. The plant, we under 
stand, may also be used in part for the production of methanol but that the 
major if not the total output would consist of ammonia which has a high nitrogen 
content. The plant would consequently become a substantial operating unit in 
the synthetic nitrogen industry. 
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Figures for 1950, which we understand were furnished by your Department, 
show that Allied’s productive capacity was 25.7 percent of the total capacity in 
the industry. The corporation’s own figures give such percentage of the total as 
26.1 as of July 1, 1951. Corresponding figures for the Morgantown plant show 
its capacity to be the next largest in the industry, namely, 13.6 percent of the 
total according to the figures from your Department. Its capacity is listed as 
7.5 percent in the figures supplied by Allied as of July 1, 1951. 

Information furnished us also shows there are some 13 other companies in 
the synthetic nitrogen industry. Their productive capacities are listed as 
ranging from less than 1 percent to 12.9 percent as of July 1, 1951, according 
to Allied figures. While there are several sets of figures on percentages of 
capacity of the different companies, these are substantially comparable and 
reveal that Allied’s present capacity is between 23.93 and 26.1 percent of total 
industry capacity for the production of synthetic nitrogen; and that with the 
addition of the Morgantown facilities, Allied’s percentage would be increased 
between 7.5 and 10.18 percent of national output. As of June 30, 1954, according 
to Allied estimates of the industry situation, that corporation would still have 
21 percent of the industry’s total capacity without Morganown and 26 percent 
with Morgantown. Under any of the compilations of figures made available to 
us, Allied’s capacity with the addition of the Morgantown facilities would be the 
equivalent to the capacity in the nitrogen industry held by Allied’s three largest 
competitors combined; and upon the basis of that corporation’s estimate as to 
the industry’s capacity in 1954, with the addition of Morgantown, Allied would 
still have a capacity as large as its two closest competitors combined. In the 
cireumstances and on the basis of the information available to us, it appears 
to the Commission that the Allied Chemical & Dye Corp., a bidder for lease of 
the Morgantown plant, occupies a position of dominance in the synthetic nitrogen 
industry from the standpoint of productive capacity. 

With respect to methanol, information available to us is not as complete as it 
is in regard to nitrogen. It appears definite, however, that Allied’s position in 
respect to methanol is very substantial but may not be as predominant as in the 
ease of nitrogen. Nevertheless, if that corporation’s position were augmented 
by the increases resulting from its operation of the Morgantown works, its posi- 
tion of dominance among its competitors would be very materially strengthened 
in both fields and thus the dangers to small business and to the maintenance 
of vigorous competition would likewise be materially augmented. 

National policy as reflected in the Federal Trade Commission Act and in the 
sections of the Clayton Act administered by the Commission is directed toward 
maintaining and safeguarding competition through the prevention of undue con- 
centration of economic power and the development of industry situations which 
tend to deprive the public of the benefits of competition in free enterprise. This 
policy was reaffirmed and strengthened in the recent passage by Congress of 
the amendment to section 7 of the Clayton Act (Public Law 899, 8ist Cong., ap- 
proved December 29, 1950), whereby acquisition in whole or in part by a com- 
petitor of the stock or assets of a competing industry unit is prohibited where 
in any line of commerce in any section of the country the effect may be substan- 
tially to lessen competition, or tend to create a monopoly. While acquisition or 
lease of the Morgantown plant under conditions which may increase the domi- 
nance of one competitor over another and make it more difficult for small com- 
petitors to operate may not, for technical reasons, involve a violation of section 7 
of the Clayton Act, nevertheless, it appears that such an eventuality would 
certainly be inconsistent with the policy reflected in such statutory provision. 

In light of the national policy referred to and the concern which the Commis- 
sion has therewith in carrying out its statutory duties, and the President’s 
directive referred to, I wish to advise that the Commission believes the disposition 
of the Morgantown works, whether by lease or sale, to one occupying a com- 
petitively predominant position in the industry, such as that of the Allied Chem- 
ical & Dye Corp., would tend to create or maintain a situation inconsistent with 
the antitrust laws. We, therefore, wish to express to you our concurrence in the 
advice which we are informed the Department of Justice has supplied to you 
to the same effect. 

United Distillers, referred to as another bidder for the Morgantown works, 
we are informed is not engaged in the production of nitrogenous products or 
methanol. Its entering into the business would therefore bring another competi- 
tor into the field. In this connection, however, we wish to make it clear to you 
that our views are not to be regarded as indicating that the Morgantown plant 
should be leased or disposed of to the United Distillers of America or any other 











—— 
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company not occupying a position similar to that of Allied. The decision as to 
whom the contract should be awarded is not ours to make. We understand it 
will be appropriately made by your Department, and that you will necessarily 
give due consideration to all the factors involved, satisfying yourself as to the 
responsibility of the proposed lessee or purchaser, its know-how, and the ability 
and efficiency with which it may be expected to carry out the terms of the 
mtract. 

FS tie aids desire to be of every assistance to you possible and: we trust the 
foregoing expression of our view of the matter from the standpoint of the main- 
tenance of free competition may be of service to you. 

By direction of the Commission. 

Sincerely yours, 
W. A. AyRgES, Acting Chairman. 

Mr. Ciemente. If you wish to read some excerpts from the letter, 
you may do so. 

Mr. Miuuurr. In this communication the Commission points out that 
the matter of the disposition of the Morgantown plant had come 
to its attention and that the Commission under its statutory duies 
is concerned with the prevention of monoplistic conditions which are 
inimical to the maintenance of competition in consonance with the 
law and Government policy. 

In the President’s directive of September 28, 1950, the Federal 
Trade Commission and other agencies have also been called upon to 
consult— 
for the purpose of determining and to the extent consistent with the principal 
objectives of the act [Defense Production Act] and without impairing the 
defense effort, of eliminating any factors which may tend to suppress compe- 
tition unduly, create or strengthen monopolies, injure small business, or other- 
wise promote undue concentration of economic power. 

The Commission also advised in its letter that respecting these 
duties of the Commission, the Antitrust Division of the Depart- 
ment of Justice had consulted with the Commission in regard to the 
proposed leasing of the Morgantown works. 

The Commission also stated that it is informed that the Morgantown 
works under the lease proposal would be devoted to the produlction 
wholly or principally of ammonia for military and civilian purposes. 
The plant, we understand, may also be used in part for the production 
of methanol, but that the major if not the total output would consist 
of ammonia which has a high nitrogen content. 

The plant would consequently become a substantial operating unit 
in the synthetic nitrogen industry. 

Then the Commission refers to the relative position of Allied in the 
industry with other manufacturers. These figures are largely based 
upon the figures which we have been informed were supplied by Allied 
itself to the Army and which are the figures referred to by Mr. 
Melchior in his testimony. 

Mr. CLtemente. Would you care to comment on the variance be- 
tween the chart submitted by the Department of Agriculture and the 
chart submitted by Allied? Would you say they are close enough 
to not warrant too much opposition to either one of them? 

Mr. Miuier. We regarded them as sufficiently close together that 
the difference would be of no significance. However, the Commis- 
sion based its conclusion upon the Allied figures. But it also con- 
sidered the others to the extent of determining whether there was 
any major difference that needed special attention. 

Mr. Ciemente. Does the Commission have any such chart of its 
own, Mr. Miller? 
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Mr. Mixer. Sir? 
Mr. Ciemente. Does the Commission have any such chart of its 


own? 

Mr. Mixer. No, it does not. In this case all we had was the in- 
formation that was supplied to us, which was the information that 
was supplied to Justice by the Army and which in turn in large 
measure came from the Allied Co. 

I should like to read from the Commission’s letter a paragraph or 
two in regard to that: 


Figures for 1950 which we understand were furnished by your Department— 
this is from the letter to Mr. Alexander— 


show that Allied’s productive capacity was 25.7 percent of the total capacity in 
the industry. The corporation’s own figures give such percentage of the total 
as 26.1 as of July 1, 1951. Corresponding figures for the Morgantown plant 
show its capacity to be the next largest in the industry, namely 15.6 percent 
of the total according to the figures from your Department. Its capacity is 
listed as 7.5 percent of the figures supplied by Allied as of July 1, 1951. Infor- 
mation furnished us also shows there are some 13 other companies in the syn- 
thetic nitrogen industry. Their productive capacities are listed as ranging from 
less than 1 percent to 12.9 percent as of July 1, 1951, according to Allied figures. 
While there are several sets of figures on percentages of capacity of the differ- 
ent companies these are substantially comparable and reveal that Allied’s 
present capacity is between 23.93 and 26.1 percent of the total industry capacity 
for the production of synthetic nitrogen and that with the addition of the Mor- 
gantown facilities Allied’s percentage would be increased between 7.5 and 10.18 
percent of national output. 

As of June 30, 1954, according to Allied estimates of the industry situation, 
that corporation would still have 21 percent of the industry’s total capacity with- 
out Morgantown and 26 percent with Morgantown. 

Under any of the compilations of figures made available to us, Allied’s vapacity 
with the addition of the Morgantown facilities would be the equivalent to the 
capacity in the nitrogen industry held by Allied’s three largest competitors 
combined and upon the basis of that Corporation’s estimate as to the industry’s 
capacity in 1954, with the addition of Morgantown, Allied would still have a 
capacity as large as its two closest competitors combined. In the circum- 
stances and on the basis of the information available to us, it appears to the 
Commission that the Allied Chemical & Dye Corp., a bidder for lease of the 
Morgantown plant, occupies a position of dominance in the synthetic nitrogen 
industry from the standpoint of productive capacity. 

With respect to methanol, information available to us is not as complete as 
it is in regard to nitrogen. It appears definite, however, that Allied’s position 
in respect to methanol is very substantial, but may not be as predominant as 
in the case of nitrogen. Nevertheless, if that corporation’s position were aug- 
mented by the increases resulting from its operation of the Morgantown Works, 
its position of dominance among its competitors would be very materially 
strengthened in both fields and thus the dangers to small business and to the 
maintenance of vigorous competition would likewise be materially augmented. 
National policy as reflected in the Federal Trade Commission Act and in the 
sections of the Clayton Act administered by the Commission is directed toward 
maintaining and safeguarding competition through the prevention of undue 
concentration of economic power and the development of industry situations 
which tend to deprive the public of the benefits of competition in free enter- 
prise. This policy was reaffirmed and strengthened in the recent passage by 
Congress of the amendment to section 7 of the Clayton Act, (Public Law 899, 
81st Cong., approved December 29, 1950) whereby approved acquisition in whole 
or in part by a competitor of the stock or assets of a competing industry unit is 
prohibited where in any line of commerce, in any section of the country, the effect 
may be substantially to lessen.competition or tend to create a monopoly. While 
acquisition or lease of the Morgantown plant under conditions which may in- 
crease the dominance of one competitor over another and make it more diffi- 
cult for small competitors to operate may not for technical reasons involve a 
violation of section 7 of the Clayton Act, nevertheless it appears that such 
an eventuality would certainly be inconsistent with the policy reflected in such 


statutory provision. 
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In light of the national policy referred to and the concern which the Commis- 
sion has therewith in carrying out its statutory duties and the President's 
directive referred to, I wish to advise that the Commission believes that dis- 
position of the Morgantown works whether by lease or sale to one occupying a 
competitively predominant position in the industry such as that of the Allied 
Chemical & Dye Corp. would tend to create or maintain a situation inconsistent 
with the antitrust laws. 

We therefore wish to express to you our concurrence in the advice which we 
are informed the Department of Justice has supplied to you to the same effect. 


Then in the communication the Commission points out that it does 
not wish its letter to be construed as meaning that the Army should 
lease it to United Distillers. In that respect the decision as to whom 
the plant should go is a matter for the Army, and the Commission has 
expressed no opinion as to whether it should be leased to United or to 
some other company, other than the opinion that, to dispose of the 
plant to Allied, it was the opinion of the Commission such would tend 
to create or maintain a situation inconsistent with the antitrust laws. 

I have here a copy of the White House release in which the Presi- 
dent’s memorandum of September 28, 1950, which has been referred to 
here a number of times, is set out. If the committee would like to have 
it, I would be glad to introduce it as an exhibit. 

Mr. Cremente. Would you mark that “Exhibit No. 2?” 

Mr. Miiier. That will be exhibit No. 2. 

(The document referred to was marked “Federal Trade Commis- 
sion Exhibit No. 2” and is as follows :) 


The President today sent the following memorandum to— 
Chairman, National Security Resources Board. 
Secretary of Commerce. 
Secretary of the Interior. 
Secretary of Agriculture. 
Secretary of Defense. 
Secretary of the Army. 
Secretary of the Navy. 
Secretary of the Air Force. 
Secretary of Labor. 
Chairman, Board of Governors of the Federal Reserve System. 
Chairman, Board of Directors, Reconstruction Finance Corporation. 
Administrator, Housing and Home Finance Agency. 
Chairman, Interstate Commerce Commission. 
Administrator, General Services Administration. 

As I pointed out in my state-of-the;Union message in January 1947, during 
the last war the long-standing tendency toward economic concentration was ac- 
celerated. Partial mobilization, in the absence of protective measures, may 
again expose our economy to this threat and thereby imperil the very system we 
are seeking to protect. In numerous provisions of the Defense Production Act of 
1950 the Congress indicated its concern over this danger to free competitive 
enterprise. 

In order that this danger may be minimized, it is requested that, in perform- 
ing those functions delegated to or vested in you by Executive Order 10161, 
you consult with the Attorney General and the Chairman of the Federal Trade 
Commission for the purpose of determining and, to the extent consistent with 
the principal objectives of the act and without impairing the defense effort, of 
eliminating any factors which may tend to suppress competition unduly, create 
or strengthen monopolies, injure small business, or otherwise promote undue 
concentration of economic power. 

I am requesting the Attorney General and the Chairman of the Federal Trade 
Comiission to consult with you as the occasion requires and to report to me 
from time to time concerning the progress that is being made in carrying out 
this policy. 

Harry S. TRUMAN. 


Mr. Miter. With that and with the complete letter that the Com- 
mission has submitted to the Under Secretary of the Army in this 
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matter, I have concluded the preliminary statement, and I will be 
glad to answer any questions that you may have. 

Mr. CLemente. Do you have any? 

Mr. Courtney. No. 

Mr. Cremente. We are agreed that the Justice Department has 
covered it quite completely; and, if you are in concurrence with their 
action with your testimony besides that, I think we have had suffi- 
cient testimony unless you wish to add something else, Mr. Miller. 

Mr. Miter. I might add this, that generally by way of background 
the Federal Trade Didheniviiiin is directly concerned, under the stat- 
utes that it administers, with maintaining competition in our free- 
enterprise system. That, of course, includes the matter of undue eco- 
nomic concentration, matters of restraint of trade, monopoly condi- 
tions. The Federal Trade Commission Act, passed in 1914, prohibits 
unfair methods of competition and charges the Commission with the 
duty of preventing use of such methods. It has been held by the 
courts that restraints of trade and monopolistic situations fall within 
the scope of that statute and that it is the duty of the Commission to 
act under that statute with the view of checking such anticompeti- 
tive problems in their incipiency rather than to wait until they have 
grown into a full-blown monopoly which would bring them under 
the Sherman law. 

In addition to the Federal Trade Commission Act we administer 
certain sections of the Clayton Act, including section 7, which has 
been referred to and which was amended last December by the Con- 
gress. It is the antimerger law, prohibiting the acquisition by one 
corporation of its competitors, directly or through holding com- 
panies, where the effect of the acquisition may be to substantially 
essen competition in any line of commerce in any section of the 
country. The latter language, “in any section of the country,” was 
added to the statute in the amendment enacted by Congress. 

In addition, Congress prohibited the acquisition by purchase of 
assets as distinguished from mere purchase of capital stock, which 
the former law prohibited. 

We are also under the duty prescribed by the Defense Production 
Act, particularly section 708, to give attention to matters in the mobi- 
lization effort which may affect competition, with the view, in line 
with the President’s instructions of September 28, 1950, of safeguard- 
ing the country against undue economic concentration, injury to small 
business, suppression of competition, and the like, consistent with the 
defense effort. ; 

Those three statutes, plus the policy laid down by the President in 
his communication of September 28, clearly outline a policy in our 
judgment against anything that may tend unduly to interfere with 
the effective operation of competition in this country. Under that 
policy and under the President’s directive, the Commission gave at- 
tention to the matter of lease of the Morgantown plant to Allied 
Chemical & Dye Corp. 

Mr. Ciemente. Thank you very much, Mr. Miller. It is a pleasure 
to have had you here. 

Mr. Muuer. Thank you. 

Mr. Ciemente. Gentlemen, we will go to lunch and adjourn the 
hearing until 1: 30. 

(Whereupon, at 12:08 p. m., the subcommittee recessed, to recon- 
vene at 1:30 p. m. the same day.) 
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AFTERNOON SESSION 


Mr. Courtney. Off the record. 

(Discussion off the record.) 

Mr. Courrnry. Mr. Klagsbrunn, is your other man here? 

Mr. Kiacsprunn. Yes. 

Mr. Cremente. Give your full name and title. 

Mr. Kiacssrunn. My name is Hans A. Klagsbrunn, local counsel 
for Mathieson Chemical Corp. And this is Mr. Birney Wright, di- 
rector of engineering planning for Mathieson Chemical Corp. 

Mr. Ciemente. Will you both raise your right hand? Do you 
solemnly swear the evidence you are about to give on the matter in 
consideration before this committee shall be the truth, the whole truth, 
and nothing but the truth, so help you God? 

Mr. Kuagssrunn. I do. 

Mr. Wrieurt. I do. 

Mr. CLemenre. Please be seated. 

It is my understanding, Mr. Klagsbrunn, that you wish to make a 
statement in order to clear up some of the statements made here in 
connection with the Mathieson lease? 

Mr. Kiacsprunn. That is correct, Mr. Chairman. 

As I began to say, I am local counsel of Mathieson Chemical Corp. 
and have been for about 4 years and am personally familiar with 
the various transactions that were being discussed here. I feel the 
record would benefit by a little further clarification of some of the 
points that have been under discussion. 

After covering those matters, I should like to have Mr. Wright 
testify to matters under his jurisdiction. 

A point was made yesterday in evaluating Mathieson’s bid or lease 
that had been negotiated with the Army with other proposals on the 
basis of a $7 rental in the Mathieson lease. The facts are these—— 

Mr. CLtemente. You mean the $7 per ton? 

Mr. Kuacsprunn. Seven dollars per ton for ammonia or methanol. 
The facts are these. The lease agreement negotiated between Mathie- 
son and the Army provides for a ‘rental on the basis of present market 
prices of ammonia and methanol of $12 a short ton. There is an 
escalator clause that permits the rental to go up to $17 a ton if the 
price of ammonia rises to $90 a ton, with an equivalent increase pro- 
vision for methanol, and for the rental to be reduced to $7 a ton in 
the event of a drop in the price of ammonia to $70 a ton or less, and 
a corresponding change, of course, in methanol prices. 

There has been testimony here by various informed individuals all 
to the effect that a rise in price is far more to be expected than a drop 
in price. 

In any event, the question of over-all market price of ammonia is 
clearly a factor not within the control of one operator such as Mathie- 
son Chemical Corp. Therefore, in discussing: 

Mi. CLtemMente. You mentioned price of ammonia. Would you sa 
the same prices are prevailing in the eastern seaboard, the Middle 
States, and the western price? 

Mr. Kuiacsprunn. I understand, and there are others more compe- 
tent to testify on that point, that there is a price of $80 in the East 
and I believe $79 in the Gulf States. 

Mr. CLEMENTE. What about the west coast? 
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Mr. Kuiacssrunn. I don’t know. I believe the price there is the 
same as in the East, but I cannot say. The price is within that general 
range, and certainly, what is important for purposes of this discussion, 
the price in the eastern territory where Morgantown is located is $80 
a ton. 

In addition, if the plant is shut down, regardless of the escalation, 
the price of $12 a ton applies in determining minimum rentals, which 
1 shall discuss in a moment. , 

The point I am making, therefore, with a realistic current price of 
ammonia of $80 and an appropriate rental under the lease of $12, with 
any changes in the price of ammonia being concededly more likely to 
be upward than downward, with the fact that the price of ammonia 
is not within the control of Mathieson manifestly, and that only on 
the remote possibility that we would have a depressed price of am- 
monia to $70 or less and that the plant would not be shut down but 
will be operating at below its break-even point, well below half of 
capacity, only in that limited situation would the price of $7 a ton 

revail. 

I feel, therefore, that for purposes of comparison the only realistic 
rent to use is $12 a ton and that if any other figure were to be used, $17 
to be far more appropriate than $7. 

I repeat, as I have said before, that in the event the plant is shut 
down the rental is $12 a ton regardless of market price of ammonia. 
That $12 a ton is the price that has been mentioned for other lease 
proposals. 

In addition, as you are aware from the lease provisions you have 
before you, Mathieson has offered to pay a dollar a ton for any coke not 
used in the plant. 

Now coming to the question of a minimum rental, I would first like 
to explain why it is couched in terms of a minimum production 
guaranty. It was our understanding that the Government was inter- 
ested certainly in financial protection under the lease, but had further 
public objectives in mind. It was interested in production and not 
merely receiving a minimum rental. Production would benefit the 
community of Morgantown. Production would be in line with the 
requirements of the Department of Agriculture. 

Moreover, the cheapest way to keep a plant in stand-by would be to 
keep it producing. Your own record has shown the cost of putting 
these plants in moth balls and then reopening them. Therefore, to 
keep the plant producing would be very much in the interest of the 
Army in order to have the plant in readiness. 

For those reasons, we were perfectly willing to make our minimum 
guaranty in terms of a production of tonnage, which as you know 
from the lease provisions is 521,000 tons over a 5-year period, or 
roughly speaking half the capacity of the plant. Therefore, we are, 
on the minimum-rent basis, not only guaranteeing $6,250,000 over a 5- 
year period, but we are guaranteeing the other benefits that flow from 
production, and not merely financial security to the Government. 

Mr. Ciemente. Except that you said a better figure would be the 
$17 figure? 

Mr. Kuacsprunn. Yes, if you wish to use that. For purposes of 
production rental, if we are producing, for every ton produced in the 
plant, if the market price of ammonia has gone up to $90 a ton or 
better, and there is escalation on the way up, the rental would be $17. 
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It is purely for purposes of minimums that we were willing to waive 
dropping to seven and it was therefore consistent also to drop escala- 
tion to $17. 

Mr. Ciemente. Are you familiar with the OPS regulations ? 

Mr. Kiaassrunn. Yes. 

Mr. Ciemente Is the production of nitrogen one of the products 
under regulations of OPS? 

Mr. Kuagssrunn. Nitrogen is under price control, that is correct. 
I am not familiar with the details of the regulation, but I know it is 
under price control. 

Mr. Ciemente. Therefore, before any escalator clause could be 
applied to this situation, it would of necessity have to be cleared 
through OPS, wouldn’t it? 

Mr. Kuiagsprunn. That is correct, at this time. I call your atten- 
tion to the fact that the lease is a 5-year lease with an option to renew 
for 20 years. 

Mr. CLemente. Renew for 20 years? 

Mr. Kuacsprunn. For 15 years, an over-all period of 20 years, and 
we were drafting a lease for the long-term pull and not merely for 
the immediate future which we all assume will be the period during 
which OPS operates. 

Moreover 

Mr. Ciemente. Well, isn’t it correspondingly true that the OPS 
will of necessity die of its happy death when the tense situation of 
this country that it is in now dies with it? That is exactly what 
will happen isn’t it? Therefore, the production of nitrogen in peace- 
time will again reduce itself to a very minor flow, than it would 
normally or would otherwise in a very tense situation. 

Mr. Kiagssrunn. If you are saying that economic conditions are 
much tighter than we hope they will be a few years hence, that is 
correct. It has not been suggested by any of the witnesess, and | 
know nothing in the record that would suggest, if I may finish my 
statement 

Mr. Ciemente. Nobody suggested it to me. It is my idea. I ven- 
tured a guess. During the last war we had OPA and when the war 
was over they killed it, in the span of years between it, and suddenly 
the situation got tense again and now we got OPS. 

Mr. Kiacsprunn. Mr. Chairman, I am simply calling your atten- 
tion of informed opinion that the price of ammonia is more likely 
to go up than down. None of us know which way it is going. 

Mr. CLemente. How long have you been in this business or coun- 
sel for the corporation ? 

Mr. Kiagssrunn. I have been counsel for the corporation for about 
4 years. 

Mr. Ciementre. Now can you tell me why in the name of good 
business does a structure like the Morgantown Ordnance Works lay 
idle for 5 years or 3 years or 4 years when the need for ammonia is 
so great and that when they originally set this thing up for bidding 
for two solid years nobody was willing to take Morgantown Ordnance 
Works? All of a sudden this year everybody wants the place. 

Mr. Kuiacssrunn. I don’t think the record will support your state- 
ment that everyone wants the plant, Mr. Chairman. I think the 
Army has testified that they have invited 50 or 60 or more companies 
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—I don’t have the record, but I am sure it is there—to express inter- 
est in the plant and they have been—— 

Mr. Ciemente. When I say everybody, I mean everybody that bid 
—Allied, United, and yourselves. Allied wants to know ‘why they 
were put out of the bidding and United wants to know why it is out. 
All the bidders are interested in getting the lease. 

Mr. Kuacssrunn. Well, the bidders would naturally be interested 
in getting the lease. The point I am making to you that there has 
not been a great deal of interest shown, that we naturally believe 
we can do a useful business-like job with the plant in the interest of 
our company. 

Mr. Ciemente. I am not arguing about that. 

Mr. Kiaacsprunn. We believe that the plant is a high-cost plant, 
as the other bidders will tell you, and therefore that little interest 
has been shown in it. Also that factor of high cost gives rise to the 
current problems of how to bring the plant into operation. 

Mr. Ciemente. Well 

Mr. Kiacssrunn. But—— 

Mr. CiemMeENTE. Just a minute, Mr. Klagsbrunn. Then are you 
familiar with this plant from what time, would you say? Were you 
cognizant about the Morgantown Ordnance Works in connection with 
your representation of Mathieson was 3 months, 5 months, or 9 
months 

Mr. Kxiacssrunn. I believe it would have begun in April, which is 
the time Mathieson became interested in considering bidding on the 
first round of bidding. 

Mr. CLEMENTE. Can you tell me the vein of interest at that time, 
what it was? 

Mr. Kuiacsprunn. What was the question, Mr. Chairman? 

Mr. Ciemente. Can you tell me the vein of interest of Mathieson in 
Morgantown Ordnance Work at that time? 

Mr. Kiacsprunn. The answer is very simply this: The plant is a 
large, high-cost, unwieldly plant, not efficiently located for the com- 
mercial use of ammonia. At the same time, it is a source of ammonia 
at the present time, when there isa demand for ammonia. Therefore, 
Mathieson was prepared to make an economic study of the utility of 
the plant to its operations and of the rehabilitation. 

r. CLeMENTE. Well, now, you suggest by your answer there that 
the oe is located ver badly ; : is that correct ? 

r. Kiacsprunn. The plant i is not efficiently located for commercial 
operations. I repeat those are the reasons why limited interest has 
been shown in it. However 

Mr. Ciemente. You are the first one that suggested, as I recall from 
the testimony here, that it is badly located, and yet Mathieson is con- 
cerned about it. I agree that the national interest is of prime impor- 
tance to everyone. Now you say the interest of Mathieson started in 
April of this year. Will you tell me what that interest involved at 
that time? Was there a proposal to lease the place? Was there a 
proposal to offer the place for sale? Or was it some other problem / 

Mr. Kuiacssrunn. The first time that Mathieson made a proposal 

yas its bid pursuant to the first round of invitations. 
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Mr. Cremente. And date of that was? This is the first go-round 
we are talking about. That is the term we have been using. 

Mr. Kuacssrunn. The formal invitation was issued on May 4 
There had previously been a release, copy of which I do not have w th 
me, that such an invitation would be issued, which is the release that 
initiated Mathieson’s interest. 

Mr. Ciemente. Now your best recollection 

Mr. Kiacsprunn. And may I finish? 

Mr. Ciemente. Oh, yes. 

Mr. Kiagssprunn. My answer to your question, sir? 

Mr. Cremente. Surely. 

Mr. Kiacssrunn. And the bid of Mathieson was dated June 12. 

Mr. CiementeE. In that bid was there a request, in the invitation 
to bid, for a submission of prices on the cost of rehabilitation of Mor- 
gantown Ordnance Works? 

Mr. Kiacssrunn. There was no request for a submission of prices. 
Each company was believed to be competent with its own staff to deter- 
mine what the rehabilitation would amount to, because there was a 
requirement in the invitation that each company undertake and pay 
for the cost of rehabilitation. 

Mr. CLeMenteE. Now, was there any question about refund of the 
cost of rehabilitation in that first invitation ? 

Mr. Kuacssrunn. I have just stated what the first invitation con- 
tained. 

Mr. Ciemente. Well, did it? Were you entitled to be reimbursed 
for the money you expended under the first invitation ¢ 

Mr. Kuacgssrunn. There was no provision for Government reim- 
bursement, no. 

Mr. Ciemente. All right. Was Mathieson Co. at that time con- 
ducting a survey of the rehabilitation of the Morgantown Ordnance 
Works at the time you submitted this bid? 

Mr. Kiacssrunn. Mathieson made its own survey prior to the time 
it made its first bid, that is correct. 

Mr. Ciementer. In your survey that you made at that time, do you 
have the figures that you would have submitted to the Government 
for the rehabilitation had you received the lease on the first invitation 
to bid ¢ 

Mr. Kiacsprunn. We had our figures, yes. 

Mr. CreMENTeE. Will you give us ‘the figures, if you have them? 

Mr. Kuacsprunn. I don’t have them before me, no. I believe they 
were within very few thousand of the figure that was finally sub- 
mitted, which was merely a refinement in w working over rehabilitation 
costs. But our figure of 4,869,100 was within very small variation, 
if at all, from the original figure. 

Mr. CLemMEeNtTE. W ell, that is what I mean. Did you submit such 
a figure to the Army at ‘that time, under your proposal to buy, under 
the first invitation? 

Mr. Kuacsprunn. We did not. There was no occasion for it. 

Mr. CieMenter. All right. Now, did any other bidders you know 
of, of your knowledge, submit such figures? 

Mr. Kiacsprunn. Not to my knowledge, no. 

Mr. CLtemente. Now, were you given any set statement of rehabilita- 
tion of the plant? For instance, ‘did they tell you what they wanted 
done, the Army say what they wanted done, or did they leave it to 
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the discretion of your own firm as to what rehabilitation would take 
place? 

Mr. Kuiacsprunn. We understood the invitation was sufficiently 
clear. They wished the plant reopened on sound basis for long-term 
operation, reopened. 

Mr. CLEMENTE. So the Army had no concern, nor would they super- 
vise the rehabilitation of Morgantown Ordnance Works ? 

Mr. Kuacsprunn. We were satisfied they would review it because 
it was their plant and they would want to be satisfied with the work. 
But we also assumed, and I believe assumed correctly, that they were 
looking to the talent of the private bidders to advise them what in 
the judgment of those bidders would be a sound rehabilitation policy. 

Mr. Ciemente. Allright. You may continue. 

Mr. Kuacserunn. We have gone, Mr. Chairman, somewhat afield 
from the point I was making initially and coming to another point 
I want to make. I wish, however, at the moment, to return to my 
first point since I do not think we benefit the record by not making 
it possible to get simple facts simply and clearly stated. 

Mr. Ciemente. Well 

Mr. Kiacsprunn. You will recall my 

Mr. Criemente. I like your appraisal for your own satisfaction, 
but any time we decide to go afield here we will go afield. 

Mr. Kiacsprunn. I understand. 

Mr. CiemenTe. I want you to know that. 

Mr. Kiacsprunn. I understand that and since you have asked me 
to testify or expressed a willingness to have me, I would hope that 
I will be permitted for the record to make the points. 

Mr. Ciemente. You will be permitted to make any statement you 
wish to make in your behalf. 

Mr. Kiacsprunn. Thank you, sir. 

Mr. Ciemente. What I mean to infer is that you conduct your- 
self as you see fit and we will do the same on this side of the table. 

Mr. Kriacsprunn. I began my explaining the rental provisions and 
I will merely summarize the result of what I have previously ex- 
plained; namely, that the rental on a per-ton basis under the lease 
at present prices of ammonia and methanol will be $12 a ton; that 
under escalation, which on the basis of the testimony of informed wit- 
nesses would be likely to be up rather than down, the rental could 
goas high as 17 or drop to 7. 

Mr. CLEMENTE. Now, would you 

Mr. Knacsprunn. In the event of a shut-down of the plant, the 
rent would remain at $12 a ton. 

Mr. Ciemente. That is one phase of it I don’t understand too well. 
Now, you say if the plant closes down you will pay $12 a ton, but 
the rental could go down to seven. Would you explain to us under 
what cireumstances the rental per ton produced would run to seven? 

Mr. Kuacssrunn. If the plant is operating and the price of am- 
monia drops to $70 or less, the rental should be $7 a ton for each ton 
produced. However, if less than the 521,000 tons are produced during 
the 5-year period or if no ammonia at all is produced during the 
5-year period, for that portion of the production guaranty for which 
where is no actual production, a payment of $12 a ton would have to 
be made. 

Mr. CLemente. Well, that is what I am trying to get in my mind. 
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Supposing you produce 400,000 tons in 5 years and there is 121,000 
tons yet to be produced. Do you pay $12 a ton for the entire 521,000 
tons or do you pay $12 a ton for 121,000 tons? 

Mr. Kiacsprunn. We pay for the 400,000 tons. 

Mr. Ciemente. At what? 

Mr. Kuacsprunn. The rate that the rental provision gives us in 
terms of the price of ammonia. 

Mr. CLemMENter. That is what I say. 

Mr. Kuacsprunn. If it is today’s price of $80, we would pay $12 
a ton. 

Mr. CiemeENteE. Supposing the price 6 months from now is $70, 
and you are then paying $7 a ton; is that correct? 

Mr. Kiagssrunn. We would be paying currently. If the price 
of ammonia today were $70 and continued at that rate, we would 
pay for the 400,000 tons $7. If the price today were $90 a ton and 
continued for that period, we would pay for the 400,000 tons $17. 
But for the balance, 121,000 tons, we would then pay $12 a ton. 

Mr. Cremente. That is what I am trying to get correct for the 
record. If the present price at the time—rather, the price in the 
future, say 1953, is $70 a ton, you will pay for the 400,000 tons at 
the rate of $7 per ton if you only produce 400,000 tons . Now, the 
balance which is due between the 400,000 and the minimum, 521,000, 
the 121,000 balance remaining would have not been produced, will 
be paid at the rate of $12 a ton; is that correct ? 

Mr. Kiacssrunn. Correct. 

Mr. Ciemente. Thank you. You may continue. 

Mr. Kuiacssrunn. I think the record is clear as to the rental of 
$12 a ton on the basis of present prices at the escalation and I think 
the record now is also clear that our guaranty dollarwise on the pres- 
ent market price is $6,250,000 for a 5-year period and could be in- 
creased in the event we produce at $17 rental or could be decreased in 
the event we produce at a $7 rental. 

But in the event of a shut-down, it would still, if the shut-down were 
during the entire period, be $614 million. 

Mr. Ciemente. In any event, at no time could the rental per ton 
go less than $7 or higher than $17 under this lease; is that correct ? 

Mr. Kuacsprunn. ‘That is correct. We also pay, as stated, a dollar 
a ton for coke not consumed in the plant beginning with the second 
year of the lease. 

I want to address myself now to the question that has also been 
discussed at some length, of the so-called reimbursement for the 
rehabilitation cost and the special rental. 

Mr. Ciemente. One other question before you get to that. Was 
there any requirement in the lease that this plant be operated to 
produce synthetic ammonia and methanol—any percentages, or was it 
all of one and none of the other or half of one and half of the other’ 

Mr. Kiacssrunn. The Government has the right to require us to 
produce for them ammonia, methanol, hexamine, or formaldehyde. 
Unless the Government makes the requirement, the production would 
be in terms of the efficiency as seen by the operator. 

Mr. Ciemente. In other words, you could produce anything you 
wanted there. I think the Department of Agriculture said you could 
produce something like ammonium sulfate, ammonium phosphate, 
which is a fertilizer ? 
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Mr. Kiacssrunn. Ammonium sulfate would be a small byproduct 
of the coke ovens, but any major production of ammonium sulfate or 
ammonium nitrate would require further finishing facilities either 
there or at other locations. 

Mr. CLemente. Well, would that affect the price to be given to the 
Government, if you produce ammonium sulfate or ammonium phos- 
phate ? 

Mr. Kuiacssrunn. You are producing the same ammonia and you 
are paying the same rental and you have the same ammonia production 
costs. If you are using a raw material like pig iron to produce struc- 
tural sheets, for example, your difference in price results from your 
difference and further production steps and production costs. So sul- 
fate is simply a new product that uses ammonia as its raw material. 

Mr. Ciemente. Well, wouldn’t it be more advantageous to produce 
sulfate and phosphate? Wouldn’t you get a better price on it? 

Mr. Kuiagssrunn. It usually is more advantageous to have an in- 
tegrated operation and a company that can produce its end product as 
well as its raw material is in a better position financially. Since this 
is a high-cost plant and you have asked our interest in it, let me make 
perfectly clear that there is no question of a profit on the ammonia- 
methanol production of the plant as such that would have induced us 
to bid on the plant and then to respond to Mr. Alexander’s later in- 
vitation to discuss the matter with him. It is merely the fact that asa 
company we have present facilities located in Baltimore, Pennsyl- 
vania, & large hydrocarbon plant in Kentucky, facilities in Arkansas 
and North Carolina, that we would hope to use this ammonia as a base 
for further production. So we recognize that the ammonia might 
cost us as much as the market price of ammonia and we are then 
hoping to integrate the plant and thereby give it a long-term life by 
utilizing it with our other existing and prospective facilities within 
reasonable range. 

Mr. CLemente. Well, then, I anticipate—I don’t anticipate. I draw 
from what you say that one of the biggest considerations you had in 
taking the plant was these byproducts that you were going to make? 

Mr. Kuagssrunn. Not byproducts. Further products requiring 
substantial capital investment on our part which would use ammonia 
as a raw material. 

Mr. Ciemente. Which would bring you almost twice the amount 
of money you would get for ammonia ? 

Mr. Kriacssrunn. We would produce with the ammonia what 
somebody else would produce with the ammonia if we sold it. We 
will be doing one or the other. 

Mr. Ciemente. That is right. 

Mr. Kiacssrunn. The Agriculture Department wishes us to dis- 
pose of the ammonia for fertilizer. We may sell it to others for the 
purpose or we may produce fertilizers ourselves. The situation is nu 
different. 

Mr. Ciemente. I am reflecting on the fact that somebody men- 
tioned that ammonium sulfate was worth over $130 a ton. So if you 
are talking about producing ammonia and ammonium sulfate is worth 
$130 a ton, there is a little difference between $80 and $130 if that is 
true. 

Mr. Kiacsprunn. I can supply you with the market price of am- 
monium sulfate. I believe it is nothing of that sort. And ammonium 
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sulfate, as other fertilizers, are under OPS ceiling prices at this time, 
also. I assume, as a product that has been marketed for many years, 
it likewise reflects a proper margin for the cost of production and 
marketing of that product. I repeat, if you should be more familiar 
with pig iron being turned into finished products or any other raw 
material you wish to choose, we are simply speaking of converting a 
raw material, either Mathieson or another company, into an end prod- 
uct actually desired by the Government, in this case the Department 
of Agriculture. 

Mr. Ciemente. You may continue. 

Mr. Kiacssrunn. Thank you. 

I was speaking of the cost of the rehabilitation program and the 
so-called special rental. The matter has really been covered since 
I first asked to testify by Mr. Alexander and Mr. Cary. I think 
I need not explain, just repeat that there is no question but what the 
tonnage rental that I have described before of $12 a ton, with escala- 
tion, at the minimum rental that I have described as $614 million for 
a 5-year period, are payable regardless of the rehabilitation program 
and the so-called special rental. 

Mr. Cirmente. Now wait a minute. I don’t get that. You say 
the minimum rental of six million. A minute ago I propounded the 
proposition to you that if you manufactured 400,000 tons and the 
price was $70, you would only pay $7 per ton. Then the rest of the 
121,000 tons you would pay at $12 a ton. That doesn’t prove to me 
a minimum rental of $6,250,000. 

Mr. Kiacsprunn. I will have to go back and explain it. You can 
take any special situation you wish and take your figures from that. 
I was explaining that the most logical figure, the most realistic figure 
to take for general averages is the $12 a ton. 

Mr. Cremente. I know. I accept that. 

Mr. Kiacssrunn. Because 

Mr..Ciemente. But I fail to understand from the suggestion I gave 
you how you could arrive at a minimum figure of six million several 
hundred thousand dollars. 

Mr. Kuacssrunn. If the present price of ammonia—— 

Mr. CLtemente. Goes down. 

Mr. Kuaassrunn. Is a realistic figure and should be used for pur- 
poses of comparison, as I have sought to demonstrate and believe I 
have demonstrated, then for purpose of minimum rental, that same 
$12 a ton applies. And $12 a ton times the 521,000 tons would be 
six and a quarter million dollars. 

Mr. Cremente. But, now, could it be possible that that minimum, 
the figure you talk about, at the end of 5 years could be $5 million?’ 

Mr. Kiacsprunn. Theoretically it could be possible. - 

Mr. Ciemente. Well, in the stress and strain of the situation, if 
it ends in 2 years and you have 3 years of no immediate need for 
ammonia, could your figure go down to $5 million? 

Mr. Kiacssrunn. It could go down to five million. It could go 
up to eight or nine million. 

Mr. Ciemente. Allright. It goes up ecrdown. I understand that. 
But it possibly could go down. 

Mr. Kuacsprunn. It possibly could go down and it possibly could 


go up. 
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Mr. Ciemente. Therefore, the $6 million is a contingent thing on 
the situation at the time, during the 5 years; isn’t that correct ? 

Mr. Kuiacssrunn. The minimum figure could vary within the range 
of three and a half to four million dollars minimum. 

Mr. Ciemente. That is right. 

Mr. Kuacssrunn. To eight to nine million dollars. 

Mr. Ciemente. Then that is the proper way to put it here? 

Mr. Kiacsprunn. O. K. 

Mr. Ciemente. I think; because it is a possibility. 

Mr. Kuacssprunn. It is a possibility. That is your range, your 
theoretical range, under the terms of the contract. 

Mr. Cremente. All right. 

Mr. Courtney. That is your actual range. It isn’t theoretical at 
all. The price of the contract is, or the fixed point in the contract is, 
$7 a ton as a minimum under all conditions. 

Mr. Ciemente. No; except if they don’t operate the plant, they have 
to pay $12aton. That is the only exception to it. 

Mr. Courtney. Except if you do not operate the plant, you have a 
fixed price of $12 a ton? 

Mr. Kuagssrunn. That is correct. 

Mr. Courrnry. But in operation your minimum is $7 a ton; is that 
correct ? 

Mr. Kuacsprunn. That is correct. But the problem before us in 
making a comparison is whether you wish to make it on the basis of 
what seems to be on the record as made here a highly unlikely figure 
or whether you wish to make the comparison on the base of a more 
realistic figure. I have said and I believe the record supports that 
the price, if it varies from the present price, is more likely to go up 
than down. Therefore, to make a comparison on the basis of $7 a 
ton rental without this whole explanation would not be a fair com- 
parison. 

Mr. Cremente. Leave your comparison on the basis of present 
prices, which is $80. That is fair enough. 

Mr, Kuacssrunn. That is fair enough. 

Mr. Courtney. There is a question of prudence in entering into a 
contract at this time. The questions asked of you by the committee 
tested the range within which the minimum could vary. 

Mr. Kuacsprunn. Right. 

Mr. Courtney. From a low of $3,000,000-—— 

Mr. Ciemente. Three, five. 

Mr. Courtney. Three, five, to something else. 

Mr. Kuacssrunn. Something around nine, I imagine. 

Mr. Courtney. That is correct. 

Mr. Kiaasprunn. That iscorrect. That isthe range. And, as the 
chairman has pointed out, the practical figure to take for purposes of 
comparison is the $12 a ton, which at present production or in case 
of complete shut-down happens to be the same figure and would yield 
a minimum rental over the 5-year period of $614 million. 

Mr. Courtney. That is the practical approach to the problem. 

Mr. Kxiacsprunn. That is correct. 

Now, I was saying that that rental of $12 a ton, using the practical 
approach, and the minimum of $6144 million, using the practical ap- 
proach, are payable regardless of what happens to the rehabilitation 











340 PROPOSED LEASE OF MORGANTOWN ORDNANCE WORKS 


cost, because the special rental is a rental provided for in the con- 
tract in addition, over and above and independent of this tonnage and 
minimum rental we have been discussing heretofore. Whether a com- 
pany would take its earnings and devote them to rehabilitation or 
obligate itself to pay a certain additional rental but retains the per- 
mission to keep the rental and devote it to rehabilitation, it is the same 
earnings that go into that rehabilitation cost. _ 

The problem that then arises, and where the provision becomes im- 
portant, is on the issue of how any company, Mathieson or any other 
bidder, recovers in its operations the costs of the rehabilitation pro- 
gram. 

If a company rehabilitates its own plant, it will have to amortize 
at rehabilitation cost over the life of the plant, 20, 30, 40 years. Ifa 
company rehabilitates a leased plant, it would amortize the rehabilita- 
tion cost over the life of the lease, where it is lessee. Using the ex- 
amples in this case, Allied bid an initial term of 5 years. It would 
amortize its cost over 5 years. Allied did on a term of 15 and would 
amortize over 15. Mathieson’s initial offer of 5 would be a 5-year 
term. 

In view of the fact that Mathieson after careful examination felt the 
rehabilitation cost was high—and I will come to that later, we know 
the figure of $4,869,100 and that the cost of production in the plant 
is high—it did not feel warranted in having a financial exposure any 
longer than necessary. Therefore, upon examination of the tax laws 
it concluded that a provision for a special rental and the retention of 
the special rental for rehabilitation purposes would perhaps enable it 
to amortize the rehabilitation costs over a 3- or 4-year period, some- 
what shorter than what is otherwise a 5-year period. 

Now, I submit 

Mr. Courtney. Of course, that would be at the time at the prospec- 
tive highest earnings of the company ? 

Mr. Kiacssrunn. What was your question, Mr. Courtney ? 

Mr. Courtney. That would be at the time of the highest prospec- 
tive earnings of the company, if we can forecast the present emergency 
and the obviously increasing prices, that would be the time the com- 
pany’s most profitable operations would occur; isn’t that right ? 

Mr. Kiacsprunn. That may be so, or if price control should be taken 
off at a time of continued high demand and Department of Agricul- 
ture speaks of continued high demand and the price of ammonia were 
to go up as witnesses have testified the period of greater profit might 
come in later years. 

Mr. Ciemente. In any event 

Mr. Kiacssrunn. It is a business question that there are two sides 
to. 

Mr. Ciemente. In any event, you wouldn’t be getting any money 
on the basis if you rehabilitated the plant and did not produce any 
tonnage, No. 1. You wouldn’t be doing anything there, would you? 

Mr. Kuacsprunn. That 

Mr. Cremente. And secondly, you wouldn’t be getting any money 
for rehabilitation if the price of methanol was down to $70. So it 
must be in the range, as I see it, either at the price you are talking 
about now, the practical approach, of $80 or above where you would 
get your money back? 
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Mr, Kiacssrunn. We would hope if we can produce at capacity, 
as we intend to over these next 4 or 5 years, that we could reimburse 
ourselves in a 3- or 4-year period. But we are taking those business 
risks. And you have outlined very well some of the considerations 
why we feel the risk is great when we are speaking of the $5 million 
rehabilitation cost figure and why if we can shorten that period to 3 
or 4 years rather than 5 years it is financially prudent for the com- 
pany to do so. 

Now I submit that the tax consequences are as difficult to evaluate 
as if the committee wished to evaluate variable tax rates on different 
Government contracts, various excess profits tax bases and credits, 
compare companies with depletion versus depreciation, versus ac- 
celerated tax amortization, consider the impact of military contract 
and carry-forwards and carry-backs—in short, if this provision as 
we believe is prudent tax management on the part of the company, we 
see that there is no further question about it than the tax consequences 
of any military contracts that any company has entered into. There 
is no duty upon the Government necessarily to contract simply on the 
basis of the highest tax consequences. We feel merely that whether a 
company wishes to amortize the rehabilitation program over a 5-, 10-, 
or 15-year period or a 3- or 4-year period, whatever is permitted under 
the tax laws is legitimate tax management on the part of the company. 

Mr. CLementre. Is there any provision in the invitation to bid, the 
second invitation to bid, go-round, that you received a copy of, that 
would lead you to believe that there was an inference in there that a 
special rental fund would be established in order to pay the costs of 
rehabilitation ? 

Mr. Kiacssrunn. I have sought to explain, Mr. Chairman, that the 
special rehabilitation funds, or, special rental fund, is no more than 
another contractual provision with respect to payment by Mathieson 
of the rehabilitation cost. I repeat, whether Mathieson chooses to pay 
it out of its earnings in the first place and amortize the rehabilitation 
costs over 5 years or obligate itself for rentals over and above the 
contracted rentals and retain the same funds for rehabilitation, it is 
no different in terms of whether Mathieson is devoting its own funds 
to rehabilitation work and then, as any company, looks to the tax laws 
for amortization for recovery. 

Mr. Ciemente. It seems to me it makes quite a differerice because of 
the fact that the law states that money is deposited in the miscellaneous 
account. I don’t know how you are going to get it out of there. You 
have assumed from you interpretation of the law that you can. The 
consideration as I see the decision—the verbiage mentions 4 or 5 
ways. You can buy repair, maintenance, and restoration. But I don’t 
see any other figure in it that would help you get a rental agreement 
which would afford you a special rental fund to get back money on 
rehabilitation. Of course, that is your problem. There is a difference 
of opinion here on one side of the table from the other. 

r. Kiacssrunn. I don’t know that there is any point of my going 
into that provision since I believe you have asked the Army for their 
legal views. 

Mr. Cremente. That is right. 
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Mr. Kiacsprunn. Let me tell you, however, that I have examined 
the provision and that we are satisfied under the terms of it that 
the rental provision is entirely consistent with the law. 

I will point out to you, as you, yourself, said—— 

Mr. Courtney. I assume, Counsel, that is what might be called an 
occupational hazard. 

Mr. Kuagssrunn. I think that is an excellent description of the 
situation, Mr. Courtney. 

Mr. Ciemente. Is there any other reason that the Mathieson Chemi- 
cal Co. could have relief, itself, of the obligation of running the place 
other than of their own volition? For instance, supposing the plant 
was destroyed tomorrow by fire. Would you have to rehabilitate it 
again and continue to pay the mimimum rental of the plant? 

Mr. Kracssrunn. In the event of complete destruction, the insur- 
ance proceeds could be devoted to reconstruction of the plant. I 
believe the provision reads that in the event of complete destruction 
the Army could terminate the lease or I believe could hold it in abey- 
ance and during such period, naturally the rentals would not accrue. 
That is customary in all private as well as governmental contracts. 
You don’t pay for something you don’t have. 

Mr. Ciemente. Supposing you cannot get the critical materials 
to Syme the plant, what happens in that event ? 

Mr. Kiacssrunn. The materials, of course, that we are using to 
operate the plant are coal, which we are satisfied is available in abun- 
dance of the right quality in the area. We have gone into that point 
and have satisfied ourselves on that score. : 

Mr. Ciemente. All right, supposing a strike occurs and you cannot 
get the coal, what then? 

Mr. Kracssrunn. There are usually “act-of-God” provisions—— 

Mr. Ciemente. I want to know if you are relieved in any other 
way of liability under this lease other than the things you gave me. 

Mr. Kuacssrunn. The usual “act-of-God” provisions are in the 
contract. Whether a strike is considered an act of God is a matter I 
assume that the law is left to determine at the time. 

Mr. Ciemente. I mean, you are relieved under those circum- 
stances—strike, insurrection, riot, revolution, everything. 

Mr. Kuiacssrunn. I will be glad to go into the details of the 
clause 

Mr. CLemente. No. I just wanted to know if there are any other 
reasons where you could be relieved of the burden of the paying the 
minimum rental. That is all I want to know. I only got a copy of 
this lease yesterday so I don’t know what is in it. I read it a couple 
of times. 

Mr. Kuacssrunn. The contract provides that we will produce the 
minimum tonnage unless failure to produce is caused by acts of God 
or other causes beyond its control. That is a standard short act-of- 
God clause that would appear in all contracts. 

Mr. Cremente. I am asking you on the basis of your being an at- 
torney, that you would say the acts beyond your control would include 
strikes 

Mr. Kiacssrunn. I am not prepared to say one way or the other on 
that subject. It is an academic question now and I would want to 
determine all the circumstances surrounding the particular act before 
I could tell you that it was within or beyond our control. 
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Mr. Courtney. Up to this point no lease has been signed, or has one 
been signed ¢ 

Mr. Kuacsprunn. At the request of the Army the lease has been 
— by us, but it is in the Army’s hands at this time. 

r. Courtney. How long ago was it signed ? 

Mr. Kiacsprunn. It was signed the latter part of September. The 
Army—and perhaps you will wish to ask them about it—I understand 
felt that under their right of first refusual with duPont, under their 
original contract with du Pont, had to have a signed copy of a lease 
from another company in hand before they could offer that lease to 
du Pont under that right of first refusal. And I understand it is for 
that purpose that we were requested to sign it. 

Mr. Courtney. But in all events that is the fact, that Mathieson is 
committed by signature to the lease which has been offered in evidence 
and was committed in September of this year. 

Mr. Kuagssrunn. That is correct. We provided in our letter of 
transmittal that we could withdraw our signature from the lease if 
the Army signature were not affixed before the expiration of about 
90 days. I believe that was December 20, because we could not afford 
to have this exposure outstanding indefinitely. But we all trusted 
that such a provision would be academic. 

Mr. Courtney. And that was you say—you were advised, you were 
required to sign or were advised to sign because of the first-refusual 
provision in the du Pont agreement with the Government. 

Mr. Kuacsprunn. That is correct, Mr. Courtney. 

Mr. Courtnry. Which required an existing lease or an existing com- 
mitment in order to cancel out the obligation ? 

Mr. Kuacgssrunn. That is correct, a firm commitment as I under- 
stand it to the Army had to be offered to du Pont and it could not be 
offered to du Pont under the right of first refusal until it was a firm 
commitment. For that reason our signature was requested. 

Mr. Criemente. One other point—you talk about the lease now. 
Is there any mention in the lease about the right of entry ? 

Mr. Kxagsprunn. I could not hear the question, Mr. Chairman. 

a. Ciemente. Is there any mention in this lease about a right of 
entry ¢ 

Mr. Kuacssrunn. The right of entry, if I know what you are re- 
ferring to, is a document we also call a rehabilitation contract which 
we were requested by the Army to execute in view of the delays the 
Army foresaw in the execution of its—of the lease on its behalf. The 
delays were mentioned, I believe, by Mr. Alexander yesterday, being 
this offer of the lease to du Pont under the right of first refusal and a 
certain clearance with the State Department. We were asked by the 
Army, in the interest of getting the plant rehabilitated at -the ear- 
liest possible date, to enter into a rehabilitation contract simply on a 
cost basis which would then be superseded by the lease and would 
have eliminated what might otherwise be a 2, 3 months’ delay in 
the start-up of the plant. We were not happy about it, because it is 

difficult to operate under those circumstances, and we are doing it 
purely on a cost basis, but we were prepared to go along and co- 
operate. 

Mr. Cremente. Well, Mr. Klagsbrunn, we are not happy about 
being here, either, but we have to do this. According to what you say, 
the right of entry was the first firmed-up document you had with the 
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Army. Then they said that would be handled under the provisions 
of the lease. Is that correct? That is what I understand from your 
testimony. 

Mr. Kuacsprunn. There was no discussion of a rehabilitation con- 
tract when the lease terms were being negotiated. It was only after the 
lease terms had been agreed and the lease was being prepared for 
execution by Mathieson that we were asked whether we would enter 
into an interim rehabilitation contract in order to save time. 

Mr. CiemMentTE. Would you give me the approximate date of that 
discussion ? 

Mr. Kxiacsprunn. One month. I have it here. We submitted the 
rehabilitation contract signed by us under date of September 27. 
At that time it had been signed by the Army, and therefore it was 
effective when delivered, which would have been on the 27th or 28th 
of September. 

Mr. CLEMENTE. Now, when was the first time any conversation was 
had with the Army with your firm as to the rehabilitation of Morgan- 
town Ordnance Works? 

Mr. Kiacssrunn. I am not certain that I understand the question. 
When our people were busily engaged inspecting the plant in order 
to prepare their rehabilitation contract, I believe that they would 
have discussed the matter with the Army representatives on the place. 
I will ask Mr. Wright to cover that matter, if you will defer the 
question until he gets on the stand. 

Mr. Ciemente. I would like to have the date. That is important 
for the record. Will you ask Mr. Wright to give that information ’ 

Mr. Courtney. Mr. Wright can come forward and draw up a chair 
alongside of you and interpolate in the record as you go along. 

Mr. Kuacssrunn. Is it cost or contract, Mr. Chairman ? 

Mr. Cremente. I asked, When was the first date that any discussion 
was had within your firm as to obtaining the costs of rehabilitation 
of Morgantown Ordnance Works? 

Mr. Kiacsprunn. You say within our firm, among ourselves? 

Mr. Ciemente. Yes. You must have been told by the Army that 
they wanted to rehabilitate it, and you must have taken some action 
on it. 

Mr. Kuacssrunn. I answered that question that we looked into 
that matter the beginning of April when we first understood that 
Morgantown was going ry a offered for lease. It has been well known 
in the industry that there would be a difficult rehabilitation job if, 
as, and when the plant were offered; and we understand that the 
Army for a long time had been seeking operators who would rehabili- 
tate it. 

Mr. CLemente. That was the answer you gave to one of the first 
questions I asked you when you got here. 

Mr. Kiacssrunn. That is correct. That was your question. 

Mr. Cuemente. What I am asking you, When was the first time, 
in connection with this right to entry, did you start. operating on this 
course of rehabilitation? You said the first thing you proposed 
to the Army was on September 27. 

(The document was marked “Mathieson Exhibit No. 1” and is as 
follows:) 
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MATHIESON Exuipsit No. 1 


This instrument made between the Secretary of the Army, of the first part, 
representing the United States of America (hereinafter called the Government) 
and Mathieson Chemical Corp., a corporation organized and existing under the 
laws of the Commonwealth of Virginia, with principal offices located at Balti- 
more, Md. (hereinafter called Mathieson), of the second part, witnesseth: 

Whereas the terms of a proposed lease of the Morgantown Ordnance Works 
Military Reservation, W. Va. (hereinafter called the plant), has been negotiated 
and agreed upon between the parties hereto, subject to the right of first refusal 
of E. I. du Pont de Nemours & Co. contained in paragraph 3 or article VR of 
contract WORD—-490, of any lease negotiated involving subject facilities; and 

Whereas there may, as a consequence, be a delay in the execution of the said 
lease ; and 

Whereas the Department of the Army desires that the plant be rehabilitated 
and placed in operation as expeditiously as possible ; and 

Whereas condition No. 34 of said lease provides that Mathieson shall, upon the 
approval of a program for the rehabilitation of said plant, rehabilitate the plant 
for the account and on behalf of the Government ; and 

Whereas Mathieson is willing to proceed with the rehabilitation of the plant 
prior to the final execution of said lease provided that the Government will agree 
to make payment to Mathieson for all cost incurred in connection with such 
rehabilitation in the event that said lease is not consummated; and 

Whereas this instrument is entered into under the authority of title II of the 
First War Powers Act, 1941, as amended, and Executive Order 10210; and 

Whereas it has been determined that the granting of this instrument will pro- 
mote the national defense: Now, therefore, 

The Secretary of the Army hereby grants Mathieson, in consideration of the 
observance and performance by Mathieson of the covenants and conditions here- 
inafter set forth, the right to enter the plant in accordance with and for the 
purposes stated in the following conditions : 

1. That, upon the execution of this instrument on behalf of the Government 
and on behalf of Mathieson, Mathieson shall promptly submit to the Government 
a pregram for the rehabilitation of said plant from stand-by to operating 
eondition. 

2. That upon the approval by the Government of the program for the rehabil- 
itation of said plant (with reasonable modifications or without modifications), 
which shall thereupon become the rehabilitation program referred to in this 
instrument and in condition No. 34 of said lease, Mathieson shall have the right 
to enter the plant and shall proceed with diligence to carry out the rehabilitation 
program for the account and on behalf of the Government. 

3. That title to any and all property acquired in connection with the rehabili- 
tation program will vest in the Government upon installation in said plant. 

4. That Mathieson shall advance all cost of the rehabilitation program, and, 
if and when said lease becomes effective, condition No. 34 thereof shall become 
applicable to the cost of the rehabilitation program whether incurred before or 
after the effective date of said lease. 

5. That the Department of the Army agrees to assist Mathieson, in obtaining 
priorities and directives and by other means at its disposal, in obtaining the 
materials and equipment required for the prompt execution of the rehabilitation 
program. 

6. If said lease shall not have been consummated within 90 days from the 
date of execution of this instrument, unless such 90-day period shall have been 
extended by mutual agreement of the parties hereto, the Government shall pay 
for the rehabilitation program by reimbursing Mathieson, upon submission of 
voucher therefor, (1) the cost of the rehabilitation program therefore incurred 
and (2) the current cost of the rehabilitation program thereafter incurred dur- 
ing each calendar quarter. Such costs shall exclude general company overhead 
not incurred at the plant except that the services of Mathieson’s engineering and 
other technical staffs shall be allowed to the extent that they are devoted directly 
to the work of the rehabilitation program. 

7. That Mathieson shall, prior to exercising the rights granted in condition No. 
2 hereof, procure and maintain a standard fire and extended coverage insurance 
policy or policies on the plant to the full insurable value thereof. Mathieson 
shall procure such insurance from any responsible company or companies. The 
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policy or policies evidencing such insurance shall provide that in the event of loss 
thereunder the proceeds of the policy or policies, at the election of the Govern- 
ment, shall be payable to Mathieson to be used solely for the repair, restoration, 
or replacement of the property damaged or destroyed, any balance of the pro- 
ceeds not required for the repair, restoration, or replacement of the property 
damaged or destroyed to be paid to the Government, and that, in the event the 
Government does not elect by notice in writing to the insurer within 60 days after 
the damage or destruction occurs, to have the proceeds paid to Mathieson for the 
purpose hereinabove set forth then such proceeds shall be paid to the Govern- 
ment; provided, however, that the insurer after payment of any proceeds to 
Mathieson in accordance with the provisions of the policy or policies shall have 
no obligation or liability with respect to the use or disposition of the proceeds by 
Mathieson. 

8. (a) That Mathieson agrees that the Comptroller General of the United 
States, or his duly authorized representative, shall have access to and the right 
to examine any pertinent books, documents, papers, and records of Mathieson 
involving transactions related to this instrument. 

(b) That Mathieson agrees to insert the provisions of this condition, including 
this paragraph 8 (b), in all subcontracts hereafter made. 

9. That Mathieson will permit the Government, its agents, servants, and 
employees to examine and audit its records pertaining to the rehabilitation 
program at any time, and will furnish such information and reports as may be 
requested to the District Engineer, Louisville District, Corps of Engineers, Post 
Office Box 59, Louisville, Ky. 

10. That this instrument may be terminated (@) by the Government at any 
time by giving 30 days’ written notice to Mathieson and (b) by Mathieson at 
any time after the expiration of the 90-day period, or any extension thereof, pro- 
vided in condition No. 6 hereof by giving 30 days’ written notice to the said 
district engineer. 

11. That, in the event of termination by either party as provided in condition 
No. 10 hereof and the Government requests Mathieson to cancel any commit- 
ments incurred under the rehabilitation program, Mathieson shall be entitled, 
in addition to the payments referred to in condition No. 6 hereof, to the cancel- 
lation charges arising from the cancellation of said commitments. 

12. That, upon the execution of said lease on behalf of the Government and 
on behalf of Mathieson, this instrument shall no longer be in force and effect anc 
the terms and conditions contained in said lease shall supersede the terms anid 
conditions of this instrument. 

In witness whereof I have hereunto set my hand this --_-.--.-----------~---- 
Gay OF is en es a ae , 1951. 

3y direction of the Secretary of the Army:. ? 

This instrument is accepted on behalf of Mathieson Chemical Corp. this 
iin acd 8 RI a ae eS ei ees , 1951. 

Signed and sealed in the presence of: 


CERTIFICATE 


poten thes - CUMS, TO GS: ivsine ccerimrvinmneedereans 
, who signed this instrument 


of said corporation ; 


corporation named herein; that-___--_-__--------~- 


on behalf or the corporation, was then -.------_------.---- 
that said instrument was duly signed for and in behalf of said corporation by 


authority of its governing body and is within the scope of its corporate powers. 
[CORPORATE SEAL] 


Mr. Kuacssrunn. Well, the answer to your question, if I now unde:- 
stand it, Mr. Chairman, is that we had advised the Army in the course 
of our negotiations of what our figure would be, and it was after the 
rehabilitation contract was executed, on about October 1—and Mr. 
Wright can correct me on the exact date—that a meeting was held 
in Morgantown betwen representatives of the Corps of Engineers—— 

Mr. Wricut. That is incorrect. It was September 24 and Sep- 
tember 25. We met with representatives of the Corps of Engineers 
and representatives of Ordnance to discuss in detail the rehabilitation 
program which was put in evedence yesterday. 
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Mr. CiemeNnre. I am trying to get back to the point that I asked 
you when you first started as to whether or not you submitted the 
figures on rehabilitation when the first go-round was had and you 
said you had not; is that correct? 

Mr. Kuaesprunn. That is correct. 

Mr. Ciemente. Now, Mr. Wright, if he can answer the question, 
please answer it. 

Mr. Wrieur. Yes. 

Mr. Ciemente. As I understand it, when the first go-round was had, 
you offered no bid. 

Mr. Wrieut. On the first go-round we did offer a bid. 

Mr. Kuacsprunn. As I testified, we offered—we made a bid pur- 
suant to the first invitation. 

Mr. CLemente. Yes; but you didn’t offer the rehabilitation costs 
with the bid. You said it was not necessary ; isn’t that correct ? 

Mr. KiAcssrunn. That is correct. 

Mr. Ciemente. On the second go-round you offered no bid; is that 
correct ; except you wrote a letter? 

Mr. Kiacserunn. That is correct. 

Mr. Ciemente. Now, what I want to know now is: You said that 
you had now a contract firmed up on the 27th of September for right 
of entry to rehabilitate, and you are in the process of doing it right 
now, are you not? 

Mr. Kriagssprunn. Correct. 

Mr. CLteMente. When was the first conversation had in connection 
with the right of entry into the property ? 

Mr. Kiagssrunn. I have explained that, Mr. Chairman, that, after 
the terms of lease had been sufficiently negotiated, the Army felt and 
Mathieson felt that there was agreement reached between the parties 
on the terms, we were asked by the Army whether we would be willing 
in view of the delays that would ensue to enter into a rehabilitation 
contract. That would be around the middle of September, somewhere 
probably between the 10th and 15th of September. 

Mr. Ciemente. In other words, this right of entry was not based 
on any document but on conversation that you had agreed tentatively 
to a lease which would be in the formulation of being 

Mr. Kiacssrunn. I think, if I now see the purport of your question, 
it could be best answered if I read you the first paragraph and the 
second paragraph on the right of entry. The first paragraph reads as 
follows: 





That, upon the execution of this instrument on behalf of the Government and 
on behalf of Mathieson, Mathieson shall promptly submit to the Government a 
program for the rehabilitation of said plant from stand-by to operation condi- 
tions. 

Paragraph 2: That upon the approval by the Government of the program for 
the rehabilitation of said plant with reasonable modifications or without modi- 
fications, which shall thereupon become the rehabilitation program referred 
to in this instrument and in condition 34 of said lease, Mathieson shall have 
the right to enter the plant and shall proceed with diligence to carry out the 
rehabilitation program for the account and on behalf of the Government. 


Mr. CLtemente. Have you a copy of that right of entry you could 
enter into the record as one of your exhibits ? 

Mr. Kiaasprunn. I have just one copy here. I would like to offer 
it and have permission to Bs it and make a copy. 


Mr. Ciemente. All right. 
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Mr. Courtney. Mark that “Mathieson No. 1.” 

Mr. Ciemente. I think that is your first exhibit, is it not? 

Mr. Kuacssrunn. That is our first exhibit. 

Mr. Cuemente. Would you initial that, if you will? Mark it as 
your “Exhibit No, 1” with your initials below it, and then you can 
withdraw it and make copies. 

Now one other question about that. I notice—what do you call 
this? 

Mr. Kiacssrunn. Rehabilitation program. 

Mr. Cremente. Is that what you call it? I notice from your 
rehabilitation program that your sheets in here are dated May 15, 
1951, and continue to be dated during May, until the last page is ated 
May 27, 1951. 

Mr. Kiacssrunn. I can answer that directly, or if the Chair would 
prefer, one of the bits of evidence we wish to put in today is a descrip- 
tion of how the rehabilitation program was arrived at under Mr. 
Wright’s supervision, what its scope and purposes were, what the time 
element involved was. That would also answer your question. If 
you would like, we could go into that matter right now and give you 
a better rounded picture than isolated questions. 

Mr. Ciemente. I just want you to answer this one question now 
and he can make all the statements he wishes about the rehabilitation. 
I notice the sheets are dated in May, and you said the first conversa- 
tion after right of entry was in September 1951. Yet you have pre- 
sented as a rehabilitation cost the same figures you had in May, which 
is approximately 5 months ago. You assume that prices have changed 
since May and September, “but you have used those figures. You 
made quite an extensive survey in May when the first invitation to 
bid came out. 

Mr. Kraessrunn. I explained, Mr. Chairman, that we initiated our 
survey in April. 

Mr. Citemente. Yes; I understand that. 

Mr. Kiacsprunn. And as Mr. Wright will testify, it went forward 
in great detail from the middle of April to the middle of June. The 
sheets that bear the date of May are the sheets that were prepared 
during May in our initial preparation. There never was any cause 
to change. 

Mr. Ciemente. Well, all I wanted to say was the fact that you 
then received—from the discussion you had with the Army you are 
going to get a right to entry and no reevaluation was made of the 
rehabilitation. You used the same sheets you had in May. 

Mr. Kiagsprunn. A review was made, but if there was no occasion 
to change the figures there was no occasion to redate the sheets. 

Mr. Cremente. All right. 

Mr. Ktacssrunn. We would not, as a prudent company, commit 
ourselves to an expenditure of $5,000,000 which, if the lease is exe- 
cuted, is paid by Mathieson without continuous reexamination of just 
what our exposure is. I think Mr. Wright will testify, if you like, 
that he would be most diligent to make those reviews for the protection 
of Mathieson. 

Mr. Ciemente. All right, Mr. Wright. 

Mr. Kiacssrunn. Mr. C hairman, I have a few more points to make. 

Mr. Ciemente. All right. 
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Mr. Kuiacssrunn. After which I will ask Mr. Wright to testify, 
unless a different course is preferred by you. 

Mr. Ciemente. No. Go right ahead and finish up your points, Mr. 
Klagsbrunn. 

Mr. Kiacssrunn. We have completed the question of the reha- 
bilitation cost, the special rental provision over and above the tonnage 
and minimum rental provision, the fact that Mathieson pays for the 
rehabilitation cost and that the rental provision is merely another 
legitimate provision of prudent tax management which provides one 
way of recovering out of the earnings of the company the costs of 
rehabilitation. All companies would one way or the other amortize 
such a cost. 

I would like now to go to another point. There have been certain 
innuendos crossing the record from time to time in the last few days, 
and I don’t believe that any reputable company permits such irrespon- 
sible suggestions to stand. Specifically I wish to say that Mr. Thomas 
Nichols, chairman of the board and president of Mathieson Chemical 
Corp., became special assistant to the NPA Administrator in Febru- 
ary of this year and in April became Deputy Administrator. In 
early—rather in late May, May 31, Mr. Nichols submitted his resigna- 
tion effective June 30, which was accepted by the Secretary of Com- 
merce on June 6. In point of fact, in view of Mr. Fleischmann’s ab- 
sence on the west coast, Mr. Nichols served until the end of the first 
week of July. 

I should like to mark as “Mathieson Exhibit No. 2” and put into the 
record Mr. Nichols’ letter of resignation and the acceptance. It is 
these documents 

(The document was marked “Mathieson Exhibit No. 2,” and is as 
follows :) 

MATHIESON Exursit No. 2 


THE SECRETARY OF COMMERCE, 
Washington 25, June 6, 1951. 
Tuomas 8S. NicHo.s, Esq., 
Deputy Administrator, National Production Authority, 
Washington 25, D.C. 

Dear Mr. Nicuorts: As I stated to you verbally, I read your letter of May 31 
with great regret. I am deeply appreciative of the fine work you have done 
during the period you have been with us but I certainly hate to know that you 
are leaving at the end of this month. 

I note that you will be available from time to time for service “in specific 
Inatters.” 

Needless to say, I wish you the best of luck after you leave us. 

Yours sincerely, 
CHartes SAWYER. 


DEPARTMENT OF COMMERCE, 
NATIONAL PRopUCTION AUTHORITY, 
OFFICE OF ADMINISTRATOR, 
Washington 25, D. C., May 31, 19851. 
Personal and confidential. 
The Honorable the SECRETARY oF COM MERCE, 
Department of Commerce, Washington 25, D. C. 


My Dear Mr. Secretary: When I accepted Government service earlier this 
year, it was with the understanding that other pressing problems ahead in my 
company and country would limit my office to a short term. 

I hoped that my assistance would be useful in the formative stages of indus- 
trial mobilization when questions of governmental organization, industry-Gov- 
‘rhment relations and shortages of basic materials were particularly difficult. 

91423—51——23 
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That hope has been at least partially fulfilled as much progress has been made 
in recent months. The National Production Authority has been welded into 
an effective working organization and is improving its operations daily. Expe- 
rienced personnel are beginning to flow into Government from industry, and, 
on the basis of rotation of service should provide a stockpile of industria] 
executives, available for service in any emergency. 

In Mr. Manly Fleischmann you have an administrator of extraordinary fore- 
sight, judgment, and ability to translate policy into action. With the announced 
controlled materials plan and the programing of major expansions, you have 
a framework of a dynamic and powerful economy which will be able to withstand 
the flash flood of requirements in the next year and to cope with military and 
civilian needs. 

Above all, I have enjoyed my service with you and learned to respect, as others 
have, the high ability and devotion with which you are discharging your difficult 
and manifold responsibilities. 

With great reluctance I must return to my former responsibilities so I ask 
to be relieved of my duties, effective June 30, 1951. If, from time to time, | 
can be of further service to you or Mr. Fleischmann in specific matters, I will 
do my utmost to place myself at your and his disposal. 

Sincerely yours, 
Tuomas S. NICHOLS, 
Deputy Administrator. 


Mr. Ciemente. Are these original documents? 

Mr. Kiacsprunn. These are copies from our files and I am willing 
to certify that they are true and correct documents. 

Mr. Ciemente. I think that on that little point they would have to 
be certified by Mr. Nichols because that is a personal thing which he 
could have delivered at any date and that the acceptance could be of 
any date and if it is at variance with testimony I wouldn’t want to 
hold you responsible for it. You can put in the evidence if you want 
as the best you know, but I would frown upon it. 

Mr. Kuiagsprunn. I will not comment upon your remarks other 
than to say that these letters represent true and correct copies of a 
letter of resignation dated May 31 which was promptly sent and a 
reply dated June 6. 

Mr. Ciemente. I am not challenging the mailing of it. If you 
give me a photostatic copy of the original with a stamp of acceptance 
of the NPA, I am not going to challenge it. 

Mr. Kiacssrunn. I will at this time offer these copies for the record 
and I will substitute such photostatic copies as I can obtain at a later 
date. 

I wish to repeat that these letters govern Mr. Nichols’ actions in the 
NPA. I understand there is some confusion in the personnel records 
which I also understand is being corrected as to exact dates. But that 
is immaterial here. 

But there is a broader question involved and I believe that the 
answer would be the same, even if Mr. Nichols were still with the NPA 
as Deputy Administrator. I believe it is the basis on which any such 
innuendos should be approved. At no time—— 

Mr. Ciemenre. I personally didn’t think it needed any defense, but 
you are rising to the defense. 

Mr. Kiacssrunn. The innuendos—— 

Mr, Citemente. Take that any way you like. 

Mr. Kiacssrunn. The innuendos have been permitted to enter the 
record several tmies, Mr. Chairman; I do not understand any reputable 
company would permit them to stand. If you have not corrected 
them, it is encumbent on me to correct them. 

Mr. Ciemente. I couldn’t correct them because 
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Mr. Kuacssrunn. Therefore we feel encumbent to correct them. 
Mr. Nichols at no time in the course of his Government service par- 
ticipated in any matters affecting the Mathieson Chemical Corp. or 
specifically in any way affecting the Morgantown Ordnance Works. 
In point of fact, it is not a matter that would come under his jurisdic- 
tion. And in the course of his activities with the company, on only 
the broadest plane, broadest policy plane on which he dealt with 
questions, he never participated in any way on matters involving 
Morgantown or any other governmental questions. His first famil- 
iarity with Morgantown arose around the second week of September 
and that, again, was merely on the policy question of whether Mathie- 
son Chemical Corp. should proceed with negotiations with the Army. 
They had at all times been carried on by Mr. Leppart, executive vice 
president, and his associates, and I just wish these statements of fact 
to stand unequivocally in the record. 

I only have two other small points to make in passing. There has 
been testimony regarding financial resources of Mathieson. I am not 
going into details because Mathieson’s financial records are public 
records. I will merely comment on a comparison that has been made 
between fixed plant and net worth, quite aside from the fact that plant 
worth these days is quite different from book value of plant and there- 
fore considerably higher. I address your attention to the more perti- 
nent portion of our financial return, of our financial statement, namely 
the current assets, which I believe in the 1951 statement before you, 
you will see in the neighborhood of $29,000,000 and the current lia- 
bilities in the neighborhood of $12,000,000. 

Meanwhile, earnings have been proceeding in the course of this year. 
It goes without saying that the cost of the rehabilitation program 
and other costs under the Morgantown Ordnance Works lease have 
already been arranged for by Con credit and otherwise. But the 
financial records of the company are clear. 

The other point with reference to technical ability of the company— 
again I am not going into detail. I will merely point out that the 
company has almost 500 experienced chemical engineers which covers 
just about the entire field of basic chemical products. As you know, 
it has full experience in the construction of ammonia facilities, the 
operation of ammonia facilities, and for purposes of the Morgantown 
Ordnance Works it is drawing on its existing staff as well as outside 
staff that is eager to be employed in the work but has its nucleus from 
within its own trained and tried experience. 

If there are no questions at this time, I would like to withdraw as a 
witness. 

Mr. Cremente. Mr. Courtney. 

Mr. Courtney. From either of you, under the rehabilitation pro- 
gram, which is contained in the so-called right of entry contract, what 
is the forecast as to the time within which rehabilitation would be ac- 
complished and the plant placed in operative condition ¢ 

Mr. Kiagssrunn. Let me give it in summary and I would like Mr. 
Wright then to give it in detail. We are shooting for a schedule of 
February 1 for initial operation and bringing in a unit a month there- 
after. 

Mr. Courtney. Then the first operations under this rehabilitation 
program occur in February, with one train, and monthly thereafter 
until six trains will have been placed in operation. 
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Mr. Kiacssrunn. Until five trains, all told. 

Mr. Courtney. Five trains, that is right. 

Mr. Kiacssrunn. Have been placed in operation. That would be 
under the lease. You spoke of rehabilitation program ? 

Mr. Courtney. In either. 

Mr. Kxiacssronn. Well, under the rehabilitation program there is 
no right on Mathieson’s part to operate. It is purely a contract at 
cost to get the plant in operating condition. 

Mr. Courtney. Well, the question was when would they be placed 
in operable conditions, whether under the lease or under the right-of- 
entry contract ? 

Mr. Kuacssrunn. That, barring material shortages and acts of 
God, is February 1. 

Mr. Courtney. February 1 for the first train and thereafter 
monthly until five will have been activated. 

Mr. Kuacssrunn. That is correct. 

Mr. Ciemente. That is all. 

Mr. Courtney. In summary may I ask just this further question: 
In value of the nature of the rental arrangements which were made 
in this proposed lease with Mathieson, there is year by year no direct 
comparison in the amount that would be recovered by the Government, 
is there, because of the fact that, one, you have a total minimum pro- 
duction within a 5-year period. 

Mr. Kuacssrunn. That is correct. 

Mr. Courtney. So there is no direct comparison. There can only 
be a hypothetical comparison. 

Mr. Kuiacsprunn. Just on the basis of reasonable assumptions and 
brackets. 

Mr. Courrney. And is it true that unless you recover from produc- 
tion the item which is known as special rentals, that you do not recover 
anything for the rehabilitation costs which will have been expended 
in the 5-year period? 

Mr. Kuiacssrunn. That is correct. The only contingency is the 
usual one, which again I believe was recognized in early invitations 
to bid, that if the Army should cancel out the lease before we—— 

Mr. Courtney. Before the 5 years, or before you will have been—— 

Mr. CiemMente. Reimbursed. 

Mr. Courtney. Reimbursed. 

Mr. Kiacssprunn. I am pausing simply to turn to the contract, since 
it is the best evidence. 

The language is limited in that it refers to termination under cer- 
tain conditions, but in substance those are terminations for national 
defense reasons and without the fault of Mathieson. If before we 
have reimbursed ourselves out of earnings the lease is terminated for 
reasons that are not our fault, there would be reimbursement. Other- 
wise, if the plant is merely shut down, we would not be. 

Mr. Courrney. Specifically, Mr. Klagsbrunn, the reimbursement 
must occur out of special rentals within the first 5-year period or not! 
What is the fact? 

Mr. Kiacssrunn. That is correct. The reimbursement must come 
out of the special rentals during the 5-year period or we have an ex- 
posure which is not recoverable. 

Mr. Courtney. You have an exposure—or is your claim not es 
tinguished after the 5-year period? What is the fact? 
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Mr. Kiacgsprunn. Let us assume there is unamortized $1 million 
of rehabilitation cost. We would presumably be amortizing that over 
some period of years of say the second term of the lease. 

Mr. Courtney. Well, that was the question. Do you have a con- 
tinuing right to reimburse ? 

Mr. Kuacssrunn. No. 

Mr. Courtney. Or does it terminate within the first 5-year period ? 

Mr. Kuacsprunn. The special rental provision terminates within 
the first 5-year period. 

Mr. Courtnry. Then, what claim would you have for reimburse- 
ment which has not been received within the first 5 years, if we will 
assume the lease extends beyond 5 years? 

Mr. Kuiacssrunn. We would not have any claim to reimburse- 
ment. We would merely have the same right that any company 
has that makes a ca ital oe venditure to depreciate it for tax pur- 
poses over a reasonable period. But that has no relationship to a pro- 
vision for reimbursement. 

The point I have made earlier and the reason perhaps I had » 
little difficulty in answering your question or without some elabora- 
tion was the fact that with or without the special rental provision, 
it is still Mathieson’s funds that are going into rehabilitation and 
if it has enough earnings to go into the special rental fund during 
the first 5 years, its olaian is extinguished then. If not, it will; 
merely be amortizing over later years, as any company does. ’ 

Mr. Courtney. But there will be no special rental account from 
which reimbursement will specifically accrue ? 

Mr. Kiacssrunn. That is correct, sir. 

Mr. Clemente. Now the point I was trying to make before, with 
the riot and lack of materials was: If you expend the four-million- 
eight-hundred-and-some-odd-thousand dollars to rehabilitate and you 
finish your rehabilitation of all the trains by June of 1952 and the 
— shuts down because of strike or lack of materials, did you 

ave a claim against the Government for $4,800,000? That is what 
I want to know. 

Mr. Kuagssrunn. The answer is “No.” We would not have a 
claim because there has not been production or earnings to which—— 

Mr. Ciemente. I am not talking about the contract. I am talking 
about under the right of entry, here. 

Mr. Kragsprunn. I am sorry, I misunderstood your question, Mr. 
Chairman. Under the right of entry, if the lease is not executed by 
the Government, we would have a claim against the Government 
for the rehabilitation costs. The moment the Army signs the lease, 
the lease supersedes the right of entry. 

Mr. Cremente. Then in that event, if closure occurred in June 
of 1952, you would have no claim against the Government? 

Mr. Kriacssrunn. You are assuming that the lease has been signed ? 

Mr. Ciemente. That is right. 

Mr. Kiacssrunn. It is a substantial exposure on the part of Mathie- 
son, which it paused a long time before assuming. 

Mr. Ciemente. We will break for about 10 minutes, gentlemen. 

(Short recess taken.) 

Mr. Cremente. All right, Mr. Wright. 

Mr. Kiacssrunn. Mr. Wright, I think you have done it before, but 
would you again state your name and position for the record ? 
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Mr. Wricut. M. Bernie Wright, director of engineering planning 
of the Mathieson Chemical Corp. 

Mr. Kuacssrunn. Mr. Wright, would you give briefly your educa- 
tion, training, and positions before coming with Mathieson? 

Mr. Wrieur. I graduated from Cornell University in 1927 with the 
degree of mechanical engineering. I also hold the degree of master, 
mechanical engineering, from Cornell University. 

After graduation, I joined the Detroit Edison Co. as a cadet engi- 
neer, and after 15 months with that company I left to enter the teach- 
ing profession. I have served on the faculty of Case Institute of 
Technology in Cleveland, and the Drexel Institute in Philadelphia, 
teaching course in mechanical engineering. 

In 1935 I joined the du Pont Co. and went to their Bell plant in 
West Virginia, their engineering department. 

Mr. Kuiacsprunn. Bell plant is an ammonia plant? 

Mr. Wrieut. The Bell plant is the du Pont ammonia, methanol, 
nylon—a big plant in the polychemicals department. 

In September of 1936 I was transferred from the engineering de- 
partment to the operations department as assistant superintendent 
in the synthesis division. The main function that I had to perform 
as an assistant superintendent in the synthesis division was in the 
high-pressure area of ammonia production. 

In January of 1941 I was advised by my superiors that I was to be 
transferred to Morgantown as superintendent of the synthesis divi- 
sion of that plant. And from that time until I actually went to Mor- 
gantown the lst of August 1941, I was engaged in working with the 
Wilmington design department on the design of the synthesis equip- 
ment for that particular plant. 

In August I went to Morgantown and the first duty, of course, was 
to outline the program for inspection, cleaning, and testing of the 
equipment in the plant preparatory to taking over for construction 
and putting into operation, outlining the program for putting my 
area into operation, and as you probably know, we went into operation 
on Pearl Harbor Day. 

In September of 1942 Mr. Bugbee, who was the production super- 
intendent, was transferred to the Hanford works in Washington, 
and I was promoted to production superintendent. 

In August and September of 1944 one of the jobs that was given 
me was to make an economic evaluation of Morgantown Ordnance 
Works under peacetime operation. After completing that job, I was 
told that they would like to transfer me back to Bell, W. Va., to estab- 
lish and organize a training department for the Bell plant. So I 
returned to Bell on January 1, 1945, and established such a training 
department, one function of which was to write operating manuals 
for the entire plant, to outline and prepare supervisory training pro- 
grams which we gave to supervision, supervise the apprentice-train- 
ing program, and eventually we were to get in to operate or training. 

In September of 1946 I left the du Pont Co. thinking at that time 
that I might wish to return to teaching, but eventually, or in a short 
period of time decided against that and became associated with Hay- 
den Chemical Corp. as assistant plant manager. I reported for work 
on October 6, 1946. 
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Dr. Lulek, who was serving as plant manager, returned to New York 
in September of 1947, when I took on the responsibilities of plant 
manne for Hayden at that time. 

In June of 1950, after the plant had been shut down I joined Ma- 
thieson Chemical Corp., or to be more exact, Mathieson Hydrocarbon 
Chemical Corp., as project manager on this new plant which was then 
in the design stages and which has been constructed and being con- 
structed at Doe Run, Ky. I was engaged in that work, the work of 
this new plant, this new project, at Boston where the design was being 
carried out. 

In October of 1950 my activities were transferred to Baltimore. 
And in June of this year I was transferred from Mathieson Hydro- 
carbon to Mathieson Chemical Corp. as director of engineering plan- 
ning. 

Mr. Kuagsprunn. Now, Mr. Wright, that covers your training and 
positions. When were you first asked by Mathieson to analyze the 
Morgantown situation? When did you first find that Morgantown 
was following you around? 

Mr. Wrieut. That was in April of this year, about the middle of 
April. 

Mr. Kuacssrunn. I wonder if you would describe in your own 
words just what you did from April on, what men the services of 
whom—cross that out. The services of what men you utilized, what 
their experience was, the general time element that went into the 
work you did during that period ? 

Mr. Wrieut. My superior, Dr. Prutton 

Mr. Kuiagssrunn. Vice president of Mathieson Chemical Corp. ? 

Mr. Wricut. Gave me the project of making an economic survey 


of the Morgantown Ordnance Works which we understood was to be 
up for bids for lease. As soon as that assignment had been made, im- 
mediately began to accumulate a group of people whom I felt were 
highly qualified to conduct such an economic evaluation and survey 
of the situation. I think you would like to know who those people 
are. 

Mr. Kiacssrunn. Yes; I wish you would tell us the porns whose 


services you utilized, both who have been with you before and who 
came on for the work. 

Mr. Wricur. The company at that time had previously employed 
six of us who had been at Morgantown Ordnance Works. 

Mr. Kuagsprunn. That was employment for purposes of general 
Mathieson activities or for the Doe Run activities? 

Mr. Wricur. For the Doe Run activities. These men were em- 
ployed because of their qualifications. They were considered alon 
with other candidates for positions in the Doe Run organization an 
had been selected for positions at that plant. Those men were W. W. 
Smiley, R. V. Montville, Robert Hawksworth, C. E. Halbert, and 
William Howard. 

Mr. Smiley had been with the du Pont Co. for a good many years 
and had served in Morgantown in a supervisory capacity in what we 
call the organic area. The organic area was the methanol still house, 
the formaldehyde plant and hexamine plant. 
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After the plant had been put in stand-by and Smiley had returned 
to Bell in 1946, he decided to complete his college education, which jc 
lacked approximately 2 years, and return to the University of Virginia 
to get his degree in chetsical engineering. 

r. Cements, Mr. Wright, I don’t want to deter you, but we have 
spent 15 minutes and we agree that the background and the technical 
know-how of the Mathieson Chemical Co. is satisfactorily explained. 
Would you mind going ahead ¢ 

Mr. Wrieur. That suits me fine. 

Mr. Kuagserunn. Mr. Chairman, there have been many hours spent 
in questioning the amount of the rehabilitation program and the 
soundness by which the figures we have given have been arrived at. 
If you wish to terminate this line of testimony, it is within your 
power. However, what we wish to show is that there could not be a 
better group of men specifically experienced with ammonia prodvc- 
tion with Morgantown, with rehabilitation work, who have devoted 
long hours in preparing this rehabilitation program. We think it only 
fair that the record, in view of the many comments about the cost. 
should also show the type of men whose work went into the preparation 
of the program. 

Mr. Ciemente. Continue, Mr. Wright. Continue with the pedigree. 

Mr. Wrieut. Where wasI? Well, Mr. Smiley joined Hayden after 
he had graduated from Virginia and came to us as superintendent of 
planning schedules, in which capacity he had a great deal to do with 
the entire plant. 

Mr. Montvill was in a supervisory capacity under du Pont at Mor- 
gantown and served as power superintendent under Hayden. 

Mr. Hawksworth was assistant power superintendent under Hay- 
den. 

Mr Halbert had come up there through the ranks of du Pont and 

‘came to Morgantown for du Pont in a supervisory capacity and was 
assistant supermtendent in the synthesis division under the Hayden 
operation. 

Mr. Howard was a foreman under the Hayden operation, in the 
synthesis division. 

Those are the men who Mathieson had selected from this group 
of supervisory people at Morgantown because they felt they were 
qualified through training and experience to serve in supervisory 
capacity at their Doe Run plant. 

Those men were available at the time that we were making this 
economic evaluation and estimate of rehabilitation cost. 

In addition to those men, I felt that I needed two more whom | 
have absolute confidence in their ability, their judgment, and their 
knowledge of the plant. One man is named L. A. Melton. He has 
had over 25 years of experience in either the Bell plant or the Morgan- 
town plant. He is a du Pont trained man and came with Hayden in 
1946 and was with them throughout the operation, as superintendent 
of the synthesis division. 

The other man that I wanted was Mr. R. B. Runner, who has been 
the cost accountant at Morgantown since 1942, thoroughly familiar 
with the costing procedures and also familiar with the plant. He 
started in 1941 in my group, in the production group, and in that wa) 
had gained knowledge of the operation. 
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Those are the men whom I had to work with me on this economic 
survey and this estimate of rehabilitation. 

Mr. Kuacssrunn. Mr. Wright, you pulled this team together, then, 
in the middle part of April, is that correct ? 

Mr. Wrieut. The group was actually brought together the latter 
part of April. 

Mr. Kiacssrunn. The latter part of April? 

Mr. Wricur. Yes. 

Mr. Kiacssrunn. And they worked on this evaluation and reha- 
bilitation cost survey until when ? 

Mr. Wricur. We were given a deadline to meet of June 10. 

Mr. Kracssrunn. June 10. And actually were continued after 
that, arthough you made your initial report on June 10; is that 
correct ¢ 

Mr. Wricut. That is correct. 

Mr. Kiacssrunn. Was is pretty much a full time or the predominant 
part of your and the other men’s time that went into this work ? 

Mr. Wricur. It was definitely a full-time job for the group which 
I speak of and it was a full-time job for me. 

Mr. Kiaessrunn. Ont of that work came a rehabilitation program. 
Is that the rehabilitation program that has culminated in the pro- 
gram eaten, I believe, June 20, 1951, that has been submitted to the 
Army ? 

Mr. Wrienr. That is correct. 

Mr. Kiagsprunn. That work between April and June and continual 
refinements thereafter as you saw the need. These men 

Mr. Courrnry. May I interrupt right there. So the record will 
be clear on that, Mr. Wright would you initial that document if you 
recognize it as being the rehabilitation program ? 

Mr. Kiacsprunn. That is his own copy. Where is the record copy ? 
Mr. Courtney. I am sorry. 

Mr. Ciemente. We will get him to do it when he finishes. 

Mr. Courtney. I just wanted him to identify the document to 
which he is addressing himself. 

Mr. Kiagssrunn. It is a document entitled “Rehabilitation Costs 
for Morgantown Ordnance Works” and bears the date June 20, 1951. 

These men, as you have described, have then had experience in oper- 
ation, starting up, shut-down, of Morgantown plant as well as broad 
experience in related lines in the practice of their profession ? 

Mr. Wrieut. That is correct. 

Mr. Kxiaessrunn. Is that correct ? 

Mr. Wricut. That is correct. 

Mr. Kxiacssrunn. Mr. Wright, what was the scope or objective 
of the rehabilitation program as you understood it? How much or 
how little was to go into making up this so-called rehabilitation 
program ? 

Mr. Wricut. This rehabilitation program as it was explained to 
me differed from my conception of the rehabilitation program under 
Hayden, where I believe the objective was to get the plant in imme- 
diate and as rapid operation as possible for a short pull, that is, under 
the ammonium nitrate fertilizer program. We were primarily inter- 
ested in rehabilitating the plant for the long-term pull. We wanted 
to put the plant in as good operation condition as we possibly could 
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for the long haul, so that we would not be faced with failures of equip- 
ment after we had—a short time after we had been in operation. 

Mr. Kuacssrunn. Under the Hayden quick rehabilitation, were op- 
erations satisfactory over the first year or 2 or 3 years, any short 
period ¢ . 

Mr. Wricur. We ran into considerable difficulty in the gas house 
because those sets were not put in proper operating condition at the 
time that the rehabilitation work was done. In other words, we went 
into operation on the 26th of October of 1946 and shortly after the 
first of the year we began to have set failures. The castings and bot- 
tom of the set were very thin, had been corroded and eroded to the 
point where they started to fail. We had to rebuild 13 gas sets. 

Mr. Courtney. Mr. Wright, I don’t want to interrupt your chain, 
but may I break in there. I would like to ask this question: When 
you spoke of the rehabilitation program which culminated in your 
presentation which bears the date of June 20, 1951, as being some- 
thing explained to you as a rehabilitation program for a long period. 

Mr. Wricut. Yes. 

Mr. Courtney. Who explained to you that your proposal was to be 
extended or your plans were to be extended over a long period / 

Mr. Wricur. My superior, Dr. Prutton. 

Mr. Courtney. That was a company plan, then, rather than some- 
thing conveyed to you for example by the Army ? 

Mr. Wrieur. Oh, yes; that is correct. 

Mr. Courtney. Excuse me for breaking in. 

Mr. Kiagssrunn. If I may interpolate there, it was our concep: 
tion—our conception in terms of Mathieson Chemical Cerp.that 
the Army would want the plant reactivated, brought into operation 
on the basis that it would continue operating successfully for a period 
of a minimum of 5 years and hopefully longer. We were envisaging 
20 years. And that on the one hand, which was commonly referred 
as the baling wire job, were ensuing frequent breakdowns, would be 
undesirable. That sets a lower limit, Mr. Wright. What about an 
upper limit? Do you have any instructions of goals in the company 
in that? Why should you do or not do? 

Mr. Wricut. Well, if you are referring to possible improvements 
that we might make? 

Mr. Kuiacssrunn. For example. 

Mr. Wrieur. Yes. We believe that there are certain improvements 
that can be made in the operation—— 

Mr. Kiacssrunn. Let me ask: These improvements, were they in- 
cluded in your rehabilitation program ? 

Mr. Wricut. They are not included in this one. 

Mr. Kiacserunn. Not included in the rehabilitation program ‘ 

Mr. Wricut. No, sir. 

Mr. Kxiacssrunn. Bearing the date of June 20, 1951? 

Mr. Wricurt. No, sir. 

Mr. Kuacsprunn. Is it a fair statement, therefore, to say that you 
sought to reactivate the plant for the purpose of operating a 5- to 
20-year pull, avoiding baling wire, on the one hand, but eliminating 
what might be called improvements, modernizations, operating econ- 
omy, expenditures, and the like? 

Mr. Wricur. That is correct. 
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Mr. Kuacsprunn. And you have in mind, for example, at this mo- 
ment improvements that would be desirable. That is what you were 
beginning to say ¢ 

Mr. Wrieur. That is right. 

Mr. Kiacsprunn. That are definitely excluded from the rehabili- 
tation program as submitted to the Army and approved by it? 

Mr. Wricur. That is correct. 

Mr. Kiaagssrunn. I think that makes the statement, Mr. Chair- 
man. I would just carry one further point. I believe we have covered 
it briefly. But we might bring it in here on the chronology. Pur- 
suant to the right of entry and the unilateral instrument, you then 
submitted the program first informally to the Army. I believe you 
stated there were conferences held, when Mr. Wright—— 

Mr. Wricur. September 24 and 25 at Morgantown. 

Mr. Kiacssrunn. September 24 and 25 at Morgantown. That was 
with representatives of the Corps of Engineers and of Ordnance who 
were experienced in this type of work? 

Mr. Wrieur. That is right. 

Mr. Kiagsprunn. And thereafter what was done? Was the pro- 
gram submitted formally to the Army ? 

Mr. Wricur. Yes. The rehabilitation program as outlined in this 
rehabilitation was discussed with representatives of the Corps of 
Engineers and representatives of the Ordnance Department on these 
2 days. 

Mr. Kiacssrunn. And thereafter—I think we could shorten the 
record because it was brought in by Mr. Alexander yesterday, unless 
you wish more detailed testimony—it was then submitted pursuant 
to the letter that you have and the reply by Colonel Bidgood, I be- 
lieve it is. It is pursuant to those approvals that Mr. Wright began 
early in October recruiting the necessary staff and in the course of 
this week, which we hope is not being interfered too much by his 
presence in Washington rather than Morgantown, is proceeding at 
Morgantown. 

Mr. Courtney. Mr. Wright, when was the program which is con- 
tained in the pamphlet which is marked your program of June 25, 
when was the program and its contents first brought to the attention 
of the Army authorities ¢ 

Mr. Wricur. The 24th and 25th of September. 

Mr. Courtney. That was the first 

Mr. Ciementr. In its present form ? 

Mr. Wrieur. In its present form. 

Mr. Courrnry. Was that the first disclosure and discussion of what 
you conceive to be the rehabilitation program necessary to activate and 
operate the plant ? 

Mr. Wrieut. So far as I know; yes. 

Mr. Courtney. Well, were you in charge of that particular program 
for your company ¢ 

Mr. Wricnr. Yes, sir. 

Mr. Courrnry. Was it ever disclosed, if you know, to the Army 
authorities at the time that has been described as the first go-around or 
the first invitation for proposals here? 

Mr. Wricut. Not to my knowledge; no, sir. 

_Mr. Courtney. That, I think, appears in June of 1951, about the 
time that this document bears the date. 
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Mr. Wricnt. That is right. 

Mr. Courrney. Do you know from what source the Army derived 
the information that the estimate of rehabilitation by Mathieson was 
from two to four million dollars? 

Mr. Wrienut. No, sir; I do not. 

Mr. Courrney. Did you have such an estimate, ever ? 

Mr. Wricnut. Two to four million? 

Mr. Courtney. Yes, sir. 

Mr. Wrieur. No, sir. 

Mr. Courtney. How long have you had an estimate that the amount 
of the cost of rehabilitation which is described in this pamphlet would 
be $4,867,000, I think it was? 

Mr. Wricut. Approximately the 1st of June. 

Mr. Courtney. About the ist of June? 

Mr. Wricur. I believe that is correct. These sheets have the dates 


compiled. 

Mr. Courtney. And do I understand that you have not altered your 
estimate in this interval? 

Mr. Wricut. Not essentially. The estimate stands as originally 
prepared. There were a few deletions which do not appear in here 
which I would term as improvements when presented to the company. 
Our belief is our cslgiaak: estimate was about four nine. So this is 
what I consider represents the correct rehabilitation cost for the plant. 
Does that answer the question ? 

Mr. Courtney. I think it does. 

Mr. Cremente. One other point is: Did you deliver that estimate 
to the Army in June of 1951? 

Mr. Wricurt. No, sir. 

Mr. Ciemente. When did you deliver it to the Army for the first 
time? 

Mr. Wricut. It was first shown to the Army on June 24—excuse me, 
September 24, when it was officially transmitted, I am not sure. I 
don’t have that letter of transmittal. 

Mr. Kiacssrunn. The letter of transmittal is in the record. I 
think I can contribute at this point, to my knowledge, that the amount 
of in the neighborhood of four million nine was discussed with the 
Army when we were first invited in to. discuss Morgantown, which 
would be in August, and then again in early September. The details 
such as are contained in the booklet we are speaking of were not re- 
viewed by the Army until the meeting that Mr. Wright speaks of. 
But the figure and the amount that we are estimating was discussed 
in my presence in September, early September, and I understand was 
mentioned earlier in August. 

Mr. Ciemente. You mean under the negotiation, not under the 
second go-round. 

Mr. Kiacssrunn. That is correct. There was no occasion under 
the mvitation for bids or proposals for us to put in a figure, and 
accordingly we had not done so. 

Mr. Criemente. Is that all? 

Mr. Kuacsprunn. That is all. 

Mr. CLemente. Thank you very much. 

Is there anything further now, Mr. Klagsbrunn, that you would like 
to offer, that you have any additional information you want to give 
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the committee, or any other witness you want to have appear before 
the committee ? 

Mr. Kuacserunn. Unless subsequent testimony reveals the neces- 
sity, I do not believe so, Mr. Chairman. 

Mr. Ciemente. Mr. Cary, do you have some documents you want 
to put in? 

Mr. Cary. Yes. At the request of the chairman yesterday, two 
opinions were asked for, two opinions by the Judge Advocate General. 

I found that there was no really broad formal opinion upon the lease 
which we discussed, that that was approved by the Judge Advocate 
orally at several meetings, in which I participated and a number par- 
ticipated, held in the Pentagon. 

he specific question that was raised in respect of the lease yesterday 
was whether or not the so-called retention provision which is con- 
tained in section 1 (a) (2), as I recall it, and section 34 of the lease 
was legal, and whether or not there was a specific opinion on that 
point. 

As I say, there was no specific opinion on it. We requested one from 
the Judge Advocate in view of the fact that that point had been con- 
sidered at the time that he approved the lease, and the Judge Advocate 
has furnished an opinion dated October 31, which I will offer as an 
exhibit. 

(The document referred to follows :) 


DEPARTMENT OF THE ARMY, 
OFFICE OF THE JUDGE ADVOCATE GENERAL, 
Washington, D. C., October 31, 1951. 
Memorandum for the Under Secretary of the Army. 
Subject: Morgantown Ordnance Works. 

1. The following opinion is submitted in accordance with your request for the 
opinion of this office concerning the legal authority of the Government to permit 
the lessee of the Morgantown facilities to reimburse itself by way of retention 
of rentals for expenditures made by the lessee under the rehabilitation program 
as set forth in condition 34 of the proposed lease with Mathieson Chemical Corp. 

2. The proposed lease with Mathieson Chemical Corp. was approved by this 
office in a meeting on September 14, 1951, between representatives of your office, 
Office of the Chief of Engineers, and of this office. This approval was reiterated 
in paragraph 6 of our memorandum to the Under Secretary of the Army dated 
October 1, 1951. 

3. Condition 34 of the proposed lease provides, in part: 

“The lessee shall advance all costs of the rehabilitation program and shall 
reimburse itself for such advances by retention of the rentals provided for in 
conditions la (2), 1b (2), and le (2) of this lease. 

4. Conditions la (2), 1b (2), and le (2) of the proposed lease provide the 
formula by which the lessee will pay the Government rental for the first, second, 
third, fourth, and fifth years of the lease. 

5. Public Law 364, Eightieth Congress, the authority for the proposed lease 
with Mathieson, provides, in part, as follows: 

“Any such lease may provide for the maintenance, protection, repair, or 
restoration by the lessee, of the property leased, or of the entire unit or in- 
stallation where a substantial part thereof is leased, as a part or all of the 
consideration for the lease of such property.” [Italics supplied. ] 

6. Publie Law 364, Eightieth Congress, further provides: 

“Becept as otherwise hereinabove provided, any money rentals received by the 
Government directly under any such lease shall be deposited and covered inte 
the Treasury as miscellaneous reecipts.” [Italics supplied. ] 

7. From the foregoing it is apparent that rentals received by the Government 
must be deposited in the miscellaneous receipts of the Treasury unless provision 
has been made in the lease for “maintenance,” “protection,” “repair,” or “restora- 
tion” by the lessee as a part or all of the consideration for the lease of Govern- 
ment property. Therefore, only that portion of the rentals received by the 
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Government, if any, after allowing the lessee maintenance, protection, repair, 
or restoration costs would be deposited to miscellaneous receipts. 

8. Accordingly, it is the opinion of this office that Public Law 3864, Fightieth 
Congress, provides sufficient authority for permitting the lessee to reimburse 
itself by retention of rentals for all advances made by it under the rehabilitation 
program as provided in condition 34 of the proposed lease. Reimbursement by 
way of retention of rentals to a lessee for rehabilitation costs as provided herein 
has been carried out in similar leases entered into by the Department of the Army. 

ABert N. Hickey, 
Colonel, JAGC, Chief, Procurement Division, 
(For the Judge Advocate General). 


DEPARTMENT OF THE ARMY, 
OFFICE OF THE JUDGE ADVOCATE GENERAL, 
Washington, D. C., October 31, 1951. 


Memorandum for the Under Secretary of the Army. 
Subject: Right-of-entry agreement with Mathieson Chemical Corp.—Rehabilita- 
tion of Morgantown Ordnance Works from stand-by to operating condition. 

1. The following remarks are submitted in accordance with your request for 
the opinion of this office concerning the legal authority for the right-of-entry 
agreement entered into with Mathieson Chemical Corp. 

2. The First War Powers Act, as amended (Public Law 921, 81st Cong.) and 
Executive Order 10210, dated February 2, 1951, were utilized as the authority 
for entering into the right-of-entry agreement with Mathieson Chemical Corp. 

3. The purpose of this agreement was to— 

(a) Permit Mathieson Chemical Corp. to enter the Morgantown plant for the 
purpose of rehabilitating the same ; 

(b) Rehabilitate the Morgantown plant, in the interest of national defense, 
from a stand-by to an operating condition as expeditiously as possible; and 

(c) Alleviate any substantial delay that might be occasioned by du Pont’s right 
of first refusal. 

4. The right-of-entry agreement with Mathieson Chemical Corp. merely carries 
into effect immediately, for the purposes afore-mentioned, the obligation a lessee 
would have to rehabilitate the premises as provided in condition 34 of the pro- 
posed lease with Mathieson. 

5. Under the First War Powers Act, as amended, Executive Order No. 10210, 
and the implementing regulations, the Secretary of the Army is authorized to 
make contracts, including “agreements of all kinds * * * for all types and 
kinds of things and services necessary, appropriate, or convenient for the national 
defense.” 

6. Further, the Department of Defense is authorized under this authority, 
among other things, to enter into contracts without regard to other provisions 
of law. “Advertising, competitive bidding, and bid, payment, performance, or 
other bonds or other forms of security need not be required.” [Italics supplied. | 

7. Accordingly, it is the opinion of this office that the Department of the Army 
has sufficient legal authority under the First War Powers Act, as amended, for 
entering into an agreement with Mathieson Chemical Corp. for the rehabilitation 
of the Morgantown plant, such agreement being in the interest of the national 


defense effort. 
ALBERT N. HICKEY, 


Colonel, JAGC. Chief, Procurement Division 
(For the Judge Advocate General). 


Mr. Cary. Yes. 

Mr. Ciemente. And the other letter. 

Mr. Cary. Secondly, you have requested an additional opinion as 
to the legality of the so-called right of entry. 

In respect of that, there was no specific opinion available, and we 
have requested it and obtained one dated October 31, indicating the 
powers under which that right-of-entry agreement was made. 








PROPOSED LEASE OF MORGANTOWN ORDNANCE WORKS 363 


(The document referred to follows :) 


ORDNANCE AMMUNITION CENTER, UNITED STATES ARMY, 
Joliet, Ill, 
Subject : Estimate for reactivation of Morgantown ordnance works. 
To Chief of Ordnance, Department of the Army, Washington, D. C. 
(Attention ORDIF.) 

1. Enclosed herewith are the estimates for reactivation of equipment and 
construction of additional facilities at Morgantown ordnance works. 

2. The production of ammonia under the ammonium nitrate program was erded 
in May 1950. Therefore the processing and preservation of the operating 
equipment for long-term storage is completed. Due to the conditions set forth 
in collective-bargaining agreements with the local labor unions, it was deter- 
mined that the operating maintenance force employed by the Heyden Chemical 
Corp. would reassemble, repair, test, and start up the production equipment. 
Should the rehabilitation work be accomplished by contract under the district 
engineer, construction (Davis-Bacon) rates would be applicable. Therefore 
reemployment of many of the same personnel to work under the present main- 
tenance contract doing similar work at a lower wage rate established under 
the present collective-bargaining agreement would incur and abet difficulties 
with labor in this area. Representatives of the district engineer’s office were 
cognizant of this situation and interposed no objection to the accomplishment 
of this work by the operating contractor. 

3. It is requested that ordnance funds for reactivation costs of $3,619,323, 
which are covered in title I of the operating contract with Heyden Chemical 
Corp., be forwarded to the commanding officer. 

4. All new construction, as detailed in the enclosed estimate, will be accom- 
plished by the district engineer. Contracts for the performance of this work 
will be executed on a unit-price or lump-sum basis rather than CPFF. The esti- 
mate for new construction prepared by the district engineer amounts to $810,700. 
The construction of these facilities will not interfere with plant reactivation. 

5. Distribution of funds required for the full reactivation of Morgantown 
ordnance works is as follows: 


Bocce ath awe Sh 1 SRR RIDA pen eS SS i ee aE a $810, 700 
To ordnance 3, 619, 323 


4, 430, 023 


6. Completion dates are as follows: 

(@) Reactivation of equipment, 120 days from date of approval of the operating 
contract with Heyden Chemical Corp. 

(b) Construction of new facilities, 120 days from date of issuance of the 
construction directive. 

JOHN G. ZIERDT, 
Lieutenant Colonel, Ordnance Corps, Executive Officer, 
‘ (For the Commanding General). 
Mr. Cary. Right. 


Mr. Cuemente. Thank you very much, Mr. Cary. 

Mr. Cary. I believe that covers all of the requests made yesterday, 
Mr. Chairman. ‘ : 

My understanding was that you have requested Mr. Blaeuer to 
appear. 

Mr. Cremente. Right. 

Mr. Cary. And he is available. 

Mr. Ciemente. One other question now—not of you. I just want 
to ask the counsel for United. Do you have any other witness or any 
other matter you would like to bring to the attention of the chairman ? 

Mr. Lucas. Mr. Chairman, we have a supplemental statement to 
make in view of the testimony that was adduced here on yesterday, 
which will only take perhaps 15 minutes. é 
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We would like to go on now, if it is agreeable with the committee. 

Mr. Ciemente. Would you suspend for a minute? I want to hear 
Mr. Blaeuer for a few minutes, and then I have to leave. I will swear 
whoever is going to testify. Has he been sworn before? 

Mr. Lucas. Yes; he has been sworn before. It is perfectly proper. 

Mr. Ciemente. All right; we will hear him in a few minutes. 

Mr. Blaeuer, will you take the stand, please. Will you raise your 
right hand. Do you solemnly swear the evidence you are about to 
give in the matter for consideration before this committee will be the 
truth, the whole truth, and nothing but the truth ? 

Mr. Buaruer. I do. 

Mr. Ciemente. Be seated. 

Mr. Cary. Mr. Chairman, I understand that Mr. Blaeuer as such 
has no statement to make, but that he has been requested by you to 
appear. 

Mr. Courrney. Mr. Blaeuer, your full name and your duties? 

Mr. Buiarver. Samuel D. Blaeuer, Chief of Industrial Leasing. 
Management Branch, Management and Disposal Division, Real [‘s- 
tate, Office of the Chief of Engineers, Department of the Army. 

Mr. Courrney. Mr. Blaeuer, you are familiar with the invitation 
for bid which was circulated under the auspices of the United States 
Engineer Office for the leasing of Morgantown Ordnance Works, thie 
last of which was returnable on July 14, 1951? 

Mr. Buarver. I am, sir. 

Mr. Courrnry. Was that document and its contents prepared | 
you or under your supervision ? 

Mr. Buarver. No, sir, it was not. I did assist in portions of it but 
it was prepared actually by our district engineer at Louisville, I mean 
representatives of our district engineer at Louisville. 

Mr. Courtney. But with the approval of the Chief at Washington / 

Mr. Buarver. Yes, sir. 

Mr. Courrnry. And that, of course, represented your office ? 

Mr. Biaruer. Yes, sir. 

Mr Courrney. Are you familiar with the record here of October 
20 and the testimony in there with relation to your conversations wit! 
representatives of United Distillers, who were bidders on this project ‘ 

Mr. Biarver. Iam. ' 

Mr. Courtney. State your best recollection of what transpired so 
far as United Distillers were concerned and yourself concerning the 
subject of their bid and the circumstances under which it was re- 
jected and any communications that you made officially to them. 

Mr. Biarvrr. Well, officially I do not recall making any statements. 
However, the testimony which is contained in the report there is sub- 
stantially correct as to various conversations which took place from 
time to time. There were numerous such conversations. 

Mr. Courtney. Were you able to inform the United States Distillers 
or any bidder asking for the proposal which was returnable on July 
14 of the nature of the sehabittation which would be required of 
either bidder? 

Mr. Buarver. No, sir, I was not. 
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Mr. Courrney. Did you have any information concerning the re- 
sponsibility of any of the bidders ? 

Mr. Biarver. No, I was not. 

Mr. Courtney. Did you have any information concerning the re- 
sponsibility of any of the bidders? 

Mr. Biarver. No, sir, I did not have. 

Mr. Courtney. Did you have determination in that regard, officially 
in your capacity ? 

Mr. Buarver. You are speaking now prior to the awarding of 
the-——— 

Mr. Courtney. Prior to and after the award. 

Mr. Buarver. At the time that the bids were forwarded to our 
office; that is, the Chief’s office by the Louisville district, we had no 
information whatsoever as to the position of any of the bidders. 

Following the receipt of the invitations, we did from time to time 
request the furnishing of certain information by the bidders. 

Mr. Courtney. Do you recall the testimony here—I misspoke my- 
self when I said it was October 20. It was October 24. Do you recall 
the testimony of, I think Mr. Fenderson concerning the communica- 
tions between you, which you say was substantially correct, according 
to your best recollection ? 

Mr. Buarurr. Yes. 

Mr. Courtney. No, do you know whether or not United was ever 
officially advised that its bid had been rejected; that is, the latter of 
the two bids? Would that come under your cognizance? 

Mr. Brarver. I can reply to that merely that instructions were 
furnished to the district engineer at Louisville to officially notify all 
bidders that their bids were rejected. 

Mr. Courrnry. And were, to your knowledge, instructions for the 
return of the checks on deposit at the same time? 

Mr. Buaruer. I may be able to check that, sir. I may have a copy 
| ofthe wire that went out with me. 

y Mr. Courtney. What was the date of your instruction and what was 
‘ itscontents ? 

Mr. Buarver. I do not have a copy here, but I can get that infor- 
mation for you. 

Mr. Courtney. Will you supply the date on which you instructed 
Louisville to reject bids and return checks for the record ? 

If you please, have that by tomorrow morning so that the reporter 
may interpolate it at this point. 

Mr. Buarver. Yes, sir. 

Mr. Courtney. I think that is all, Mr. Blaeuer, as far as you are 
concerned. I don’t see anything else. 

Mr. Cary. Mr. Chairman, I would like to, at this time, introduce 
one additional document. It is an estimate which was made—it stems 
from the ordnance and munitions center. It is an estimate for reac- 
tivation of Morgantown Ordnance Works, dated February 23, 1951, 
addressed to the Chief of Ordnance and signed by the executive oflicer 
of the Ordnance and munitions center at Joliet, Til. 
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Mr. Courtney. Does that contain a detailed program—— 

Mr. Cary. This one does not contain a detail program. It states 
an over-all figure. 

Mr. Courtney. What is the over-all figure ? 

Mr. Cary. It appears to be 4,430,023. We do not—I am not anx- 
ious, if you can enter it into the record without introducing the exhibit, 
it would suit us just as well, if you would like, but I would be glad to 
make it available. 

Mr. Courtney. Put the whole thing in. 

Mr. Cary. All right, sir. 

Mr. Courtney. And give it a number. 

Mr. Cary. May we have this photostated, if you please, and send 
it back to you? 

Mr. Courtney. Yes. 

Mr. Cary. Tomorrow morning, or night, if we can get it done. 

Mr. Courtney. Tomorrow, please. 

Mr. Cary. Oh, indeed. 

Mr. Biarvurr. On the statement as to when they were notified, they 
were notified by telephone conversation on the 7th of September. 

Mr. Courtney. The 7th of September ? 

Mr. Buarvuer. Yes. 

Mr. Courtney. So between July 14, 1951, the date on which the bids 
were returnable, and the 7th of September there was no communication 
between your office and the prospective bidders ? 

Mr. Buarever. No, sir. 

Mr. Courtney. The rejection occurred, then, on September 7, 1951! 

Mr. Biarver. I presume they were sent out either on the 7th or 
shortly thereafter. 

Mr. Courtney. Good. Thank you very much, Mr. Blaeuer. 

Mr. Ciemente. For the record, is anyone here from Allied who 
wishes to add anything, counsel or the doctor or anybody else from 
Allied wish to add anything ¢ 

(No response. ) 

Mr. Lucas. Mr. Chairman 

Mr. a The response is no for the record. I assume you 
said “No,” Doctor, is that right ? 

Dr. ee Ler. That is right. 

Mr. Lucas. We are producing a witness who has heretofore been 
sworn and testified at this hearing. There are some few questions that 

ve desire to interrogate the witness and clear up. 

Mr. Ciemente. Proceed at your command, Senator. 

Mr. Lucas. Will you state your name? 

Mr. Fenverson. A. P. Fenderson. 

Mr. Lucas. Are you the same Mr. Fenderson who testified at the 
hearing last Wednesday ¢ 

Mr. Fenperson. Yes. 

Mr. Lucas. Mr. Fenderson, at that time I think that we forgot to 
introduce into the record the original bid of the so-called second go- 
round. Have you a copy of that bid with you? 

Mr. Fenverson. Yes, I have. 

a Lucas. We desire, Mr. Chairman, to introduce that into the 
record. 
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(The document referred to follows :) 


UNITED DISTILLERS OF AMERICA, INC., 
New York, N. Y., July 23, 1951. 


PROPOSAL 
Invitation No. ENG—15-029-51-52 


PropoSsAL FoR LEASING UNITED STATES PROPERTY AT MORGANTOWN ORDNANCE 
WorKs, MorGANTOWN, W. VA. 


To: District Engineer, Corps of Engineers, Louisville District. 
Place: Post Office Box 59, 880 West Broadway, Louisville, Ky. 

Str: In accordance with your Invitation for Bids No. ENG—15-029-51-52, dated 
May 4, 1951, as amended by letter from the Office of the Chief of Engineers, dated 
June 25, 1951, for the leasing of Morgantown Ordnance Works, West Virginia, 
we hereby submit this proposal, subject to all of the conditions and requirements 
contained in said invitation for bids, dated May 4, 1951, as amended by said 
letter dated June 25, 1951, for the lease of entire plant for a term of 15 years, 
at a rental of $12 per net short ton of anhydrous ammonia, 3 cents per gallon of 
methanol, 85 cents per net short ton of coke, 2% cents per gallon light oil pro- 
duced in the facilities included in this proposal or a minimum rental during the 
period of operation of $500,000 per annum, whichever is greater. 

We make this proposal with full knowledge of all of the conditions and re- 
quirements contained in said invitation for bids, dated May 4, 1951, as amended 
by said letter, dated June 25, 1951, and will enter into a written lease within 
10 days after the date of receipt of written notice of the acceptance of this 
proposal by the Government and a draft of lease for execution. 

Bidder represents that he has not employed or retained a company or person 
(other than a full-time employee) to solicit or secure this contract, and agrees 
to furnish information relating thereto as requested by the contracting officer. 

Enclosed is a cashier’s check payable to the order of the Treasurer of the United 
States in the amount of $25,000. This deposit shall apply on the first year’s 
rental of the property if this proposal is accepted, and will be returned if this 
proposal is rejected. 

UNITED DISTILLERS OF AMERICA, INC., 
By ARMAND HamMMeR, President. 


CERTIFICATE OF CORPORATE BIDDER 


I, R. C. Dekiens, certify that I am the assistant secretary of the corporation 
named as bidder herein; that Armand Hammer, who signed this proposal on 
behalf of the bidder, was then president of said corporation; that said proposal 
was duly signed for and in behalf of said corporation by authority of its gov- 
erhing bedy and is within the scope of its corporate powers. 


[CORPORATE SEAL} R. C. DEKIENS. 


UNITED DISTILLERS OF AMERICA, INC., 
Dant & Heap PLANT, 
Gethsemane, Ky. 
NOTE 


If United Distillers of America, Inc., is the successful bidder for the Morgan- 
town Ordnance Works, per accompanying proposal, United Distillers of America, 
Ine., intends to enter into a lease with the Department of the Army for a max- 
imum of 175 anhydrous ammonia tank cars, as provided in section 3d of the 
amendments to the Invitation for Bid No. ENG—15—-029-51-52, of June 25, 1951. 


Mr. Lucas. There is another question that I think is pertinent to 


the hearing and it deals with the case of the San Jacinto Chemical Co. 
Are you familiar with that case, Mr. Fenderson ? 
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Mr. Fenperson. I am familiar with some of the details of it, yes. 

Mr. Lucas. Are you familiar with the fact that a performance bond 
there was requested by the Army ? 

Mr. Fenpverson. Yes, that is correct. 

Mr. Lucas. Do you know the amount of the performance bond that 
was required by the Army from this company ¢ 
. Mr. Fenperson. My understanding is that the amount of the per- 

formance bond was $400,000, to guarantee performance of the lease in 
respect to the minimum rental provisions over a period of 3 years’ time. 

Mr. Lweas. If the Army had negotiated with United Distillers and 
there would have been any question as to the financial ability of United 
to qualify, would United have been ready to enter into a performance 
bond ¢ 

Mr. Frenverson. Yes, we would have considered and would have 
been ready to enter into a performance bond along the same lines. 

Mr. Lucas. Are you still ready in the event this contract should be 
awarded to you and there is any question about the financial ability 
to carry out the terms of the program? 

Mr. Fenperson. We are still ready to give the Department of the 
Army such a performance bond. 

Mr. Courrnry. Did you ever request permission—were you ever 
requested to furnish a performance bond ¢ 

Mr. Fenverson. No, sir, we were not. The first time that we heard 
there was any question about our financial ability was in the final 
telephone call from the Under Secretary of the Army and we got no 
further details until his testimony before this committee. 

Mr. Courtney. So the subject of a performance bond, then, was not 
discussed between you, either as proposal by you or as an invitation 
from the Army? 

Mr. Fenperson. No, sir. 

Mr. Lucas. Mr. Fenderson, on yesterday Attorney Clark Clifford. 
representing Allied Chemical, in interrogating a certain witness. 
sought to have the witness make a comparison between Mathieson’: 
negotiated lease and Allied’s bid and United’s bid. In some respects 
we believe the comparison was deficient. Have you prepared a chart 
or a table which would give to this committee our viewpoint upon 
that question ? 

Mr. Fenperson. Yes, we have prepared such a table. I believe it is 
self-explanatory, but I would like to run through it quickly for the 
benefit of the committee. 

Mr. Lucas, May I have extra copies for the members of the com- 
mittee ? 

We offer, Mr. Chairman, this exhibit in evidence at this point ani 
T should like to have Mr. Fenderson give to the committee the high 
lights of it. 

(The document referred to follows:) 


COMPARISON OF LEASE TERMS 


1. Sealed bid, United Distillers of America, Inc. 
2. Sealed bid, Solvay Process Division of Allied Chemical & Dye Corp. 
3. Negotiated lease, Mathieson Chemical Corp. 
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Morgantown (W. Va.) Ordnance Works 


I, TERM OF LEASE (FIRM) 


1: Tianhe Se erent pe nerve weber asin ae ve gncleko meessinae shige saenein ne eet Aarne 15 years 
ale certian pcttinnmegetiemppnses trbeirecheghierys tengninnine pty ainiareininanin-tjbpuiaien-th 5 years 
I einai teat as wipe peste eas a ahah ond, eae at nea det apenen mene openet 5 years 


1. TR imate he ones iin eased eh cia $500, 000 
PM he Me RIE PEW Ee Pa ee onalen rele eye Pew Ase 8 Wie cits ses WN ONY eer sero eae le 1, 250, 000 
9. MERRIE Gbt ic OS ee a os esi, es None 


1. Ui es eh ee ee cee ee res $7, 500, 000 
0 PR ee et Ba ee eet en 6, 250, 000 
9: RE ee et ee ee ae ci ee lO * 3, 647, 000 


iThis may or may not be reduced by amount of rehabilitation expense, depending upon 
proper treatment of ‘special rental” under which Mathieson is to reimburse itself for such 
expense, 
Iv. TONNAGE RENTAL RATES 














Ammonia | Methanol Coke Light oils 

} (per ton) |(per gallon)| (per ton) |(per gallon) 
1 ee ee ee $12 $0.03 | 1 $0.85 $0. 025 
9, ATM See Gi-~ 35 - PPea a eters hes oud ae ook : |g TSS | None None 
| 31.00 None 


9, Saas 4 Bs rites... ad dda ve nwdeda | 27-17 aa at ee 





' On all coke produced, including that consumed in the production of methanol and ammonia. 
2 Depending on market price for ammonia and methanol. 
? The rental for coke will commence after the first year of the lease and will be $1 per ton on coke produced 
and not consumed in the production of ammonia and/or methanol. 


V. COMPARATIVE ANNUAL RENTALS 





B. Based on 
United’s stated 
annual produc- 

tion prog “im: tion program: 
144,000 tons am- | 200,000 tons am- 


A. Based on | 
' 
| 
| 
monia, 60,000 | monia, 25,000 


{ 

| Allied’s stated 
annual produc. | 
| 


tons methanol tons methanol 





$2, 628, 000 


United _. Ga teae sett uatbs keiebs jatece sus shecshwewobeneare $2, 985, 000 
S, Re oe ee tee is NE Ey Cg MO Ne) MR RRC ESEY 2, 448, 000 | 2, 705, 000 
5; See et ace a ser re Ge” Fas ON ee ee 1 2, 473, 000 1 2, 730, 000 
— annual rental to Government under United bid (above 

asis) 

AS BR eID EERE E Ee BIS Sct PPR CD Mere EE eee 180, 000 285, 000 
Be NN ok a china bebo dud adeewhswkas sacar cone 155, 000 255, 000 
Total rent entire lease (above basis): 
5 I ao co oe ow a es a hoa eae ok ee 39, 420, 000 | 44, 775, 000 
a i a i 12, 240, 000 | 13, 500, 000 
3 ARES RR ED ESS Sat gg RRS Os ee Se ang SSS Sone ee eee 12, 365, 000 13, 650, 000 
a ditional total rental to Government under United bid (above 

yasis): 

RB: SOU I ga SEG bos soba b obo db6d s Redaees cuaxanisaaed ek 27, 180, 000 31, 275, 000 
a I i cata 27, 055, 000 31, 125, 000 











' Based on present market price for ammonia and methanol. 


NOTES 


The invitation for bids on this plant stipulated that “the Government desires 
to lease the facilities on a long-term basis. The initial firm term binding upon 
the Lessee shall be not less than five (5) years.” United Distillers has offered 
to lease the plant, firm, for 15 years, whereas Allied and Mathieson have offered 
to lease it for only 5. United Distillers’ longer lease proposal is desirable from 
the Federal Government’s standpoint in that it would guarantee not only rental 
payments, but also that the Federal Government would be relieved of heavy 
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deactivation, reactivation, and maintenance expenses for an additional 10 years— 
which could amount in total to as much as $4,500,000—as well as insuring im. 
— availability of the plant’s output in event of emergency over this entire 
riod, 

ge the standpoint of the Morgantown community, United Distillers’ long. 
term lease would insure continued operation of the plant, continued employment 
and continued consumption of coal for 15 years, whereas the proposals of Allied 
and Mathieson would appear to be virtually a guaranty of complete stoppage at 
the end of 5 years. 

There would appear to be little practical prospect of extending a lease with 
Allied, Mathieson, or any other bidder at the end of the initial 5-year tern, 
particularly in view of the substantial expansion program in this field underwrit- 
ten by tax-amortization certificates, and in view of the fact that the Morgantown 
Ordnance Works will continue to be a higher-cost operation than its nearby com- 
petitors. Only two bidders presented themselves in July, despite the fact that 
there now appears to be a seller’s market in ammonia. oe no bidders 
appeared for the Morgantown Ordnance Works last yea It would be very 
risky for the Government to assume that it could re- on the Morgantown 
Ordnance Works 5 years hence. 

Mr. CLemente. You want to enlarge on this? 

Mr. Fenpverson. Briefly, Mr. C hairman, in the testimony given 
yesterday by the representative of the Solvay Process Division of 
Allied Chemical & Dye C ‘orp., a correct statement was made as to the 
minimum rental guaranties by each of the two bidders and the com- 
pany subsequent negotiated with. It was correct, but it was subject 
to wide misinter pretation. What the witness said was that the Allied 
Co. had guaranteed the Government a cotal sum of $6,250,000 over a 
5-year period. He calculated, and I think correctly, that the minimum 
guaranty in the Mathieson proposed lease was $3,647,000. However. 
in respect to our minimum guaranty he stated that it was $2,500,000, 
with the qualification that that was for a 5-year period. Though the 
qualification made the statement correct, nevertheless newspapers 
throughout the country are carrying a story today that Allied con- 
tended that its bid was two and one-half times as good as ours. Now 
that is not so and I would like to explain why. First of all, our guar- 
anteed term of lease was 15 years and the minimum annual guaranty 
and unconditional guaranty—was $500,000 per year. So that the min- 
imum guaranty to the Government under our Pi" lease, under 
our sealed bid, would have been $7,500,000, not. $2,500,000. So that 
on any analysis of the minimum guaranties offered by each of the 
three companies involved here, our minimum guaranty was by far 
the better. It was the best. 

Mr. Courrney. But over a 15-year period. 

Mr. Fenperson. Over a 15-year period. However, we have alway- 
felt, and we want to place this before the committee today, that 
analysis or evaluation of these bids on the question of minimum 
rentals alone is not conclusive of anything because those minimun! 
rentals are exactly what they purport to be. They are minimu 
rentals. The important rental rates in each of these bids and in the 
proposed lease are the rental rates per ton of production at the plant. 
I don’t think that any one of the prospective operators would expec! 
to pay the Gover nment as little as his minimum. That is borne out 
by Allied’s own forecasted schedule of production over the life of 
their 5-year bid. They set forth formally to the Department of the 
Army that they intended and expected to produce on the average, after 
they got into production, 204,000 tons of product per year. They 
further stipulated that that would be 144,000 tons of ammonia and 
60,000 tons of methanol. On that basis, the Allied bid would have 
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q vielded to the Government a total of $2,448,000 annually. Under 
almost every conceivable operating condition that can be foreseen 
over the next several years, each of these leases would yield more than 


E- the minimum rental. So it is not proper—it does not give you a true 
nt evaluation of the bids to discuss only those minimum rentals. 


On the score of either the total guaranty or on an analysis of the 
rentals based on the rates per ton or unit of production, or offer to 
th the Department of the Army would yield the Government the largest 
me annual revenues and also the largest guaranteed total revenues. 

We were the only bidder who offered to pay a rental on everything 


ot produced at the Morgantown Ordnance Works. There are four 
at major products that can be produced at that plant. The first one, 
ns of which there has been a great deal said, is ammonia. The second 


one is the alternative product of the main plant, methanol. But in 
addition to that, there is a coke plant there which can produce 420,000 
tons of coke annually and as a byproduct certain light oils, principally 
benzol. We were aware of all these products and in submitting our 
bids, our first and our second bids, we offered to pay the Department 
of the Army a rental on everything produced. And I repeat we were 
the only prospective operator who made such an offer. 

Now to recite those figures, in our second bid we offered to pay 
$12 a ton on ammonia, 3 cents per gallon on methanol, which amounts 
to approximately $9 a ton on methanol produced. We offered to pay 
85 cents a ton on all coke produced. And we offered to pay 214 cents 
a gallon on all light oils produced. Allied offered to pay $12 a ton 
on ammonia and methanol and nothing on coke or light oils. Math- 
ieson in the lease that had been presented here today has offered 
to pay a sliding scale of rental on ammonia or methanol which runs 
from $7 a ton to $17 a ton depending upon the market price. In 
addition to that, they have agreed to pay a dollar a ton on certain 
coke under certain conditions, but they have not agreed to pay any 
rental on the light oils. 

I would like to comment first of all on Mathieson’s sliding scale. 

Mr. CLemente. May I ask you a question about the coke? 

Mr. Fenperson. Yes, sir. 

Mr. Cremente. You have a figure here of 85 cents a ton for coke. 
a Does that mean it was produced there and whether or not consumed 
' there you would pay just the same? 

Mr. Fenperson. We would pay on all coke produced, whether con- 
sumed in the plant or surplus coke sold elsewhere. 


yays : ° ° ° 

hat Mr. CLEMENTE. I notice in the asterisk here, it has three of them 

a along the Mathieson figure of $1 and at the bottom thereof it says 

xs “The rental for coke will commence after the first year of the lease 

ac and will be $1 per ton on coke produced and not consumed in the pro- 
the ag of ammonia and/or methanol.” Is this provision in their 

pase ¢ 

vn _ Mr. Fenverson. That is taken from the synopsis of the lease which 

taal is all that was available to us until today. 

4 ol Mr. Cuemente. All right. 

the _Mr. Fenverson. Since you raised that point, Mr. Chairman, I would 

fter like to discuss that one first. The coke ovens at Morgantown were 

They built to supply coke to the Morgantown Ordnance Works. And there 
and is a rough equation between the supply of coke produced and the sup- 


have ply needed when the plant is operating at capacity. There is a 
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variance, however, in the amount of coke needed to make methanol 
and ammonia. Working at capacity on methanol, there would be 
no surplus coke. Working at capacity on ammonia there would be 
some, but not much. 

The coke rental contemplated under the Mathieson lease is a minor 
factor if the plant operates near capacity because the amount of sur- 
plus coke at capacity operations is minor. We agreed to pay 85 cents a 
ton on all coke, the entire 420,000 tons produced per year or what- 
ever that total might be. 

Now with respect to the proposed rentals on ammonia and methano] 
under the proposed Mathieson lease, a previous witness for the Ma- 
thieson company testified that it was general industry understanding 
that, if anything, the price of ammonia and presumably methanol 
would rise from present levels rather than fall, so perhaps the higher 
rental rates might become operative. That seems to extremely 
unlikely in view of several situations. No. 1, which was mentioned 
by the chairman, is the fact that for as long as there is an OPS there 
will presumably be an OPS price ceiling. 

No. 2, there is under way today a tremendous expansion of the 
ammonia industry, in the magnitude of from a third to 50 percent of 
present capacity. There has been testimony that that additional pro- 
duction is needed and undoubtedly it is. But as that production ca- 
pacity is expanded and as production is expanded over the next 
several years it will certainly have a dampening effect on prices. 

In addition to that, most of the additional capacity being built 
in this country is being built in the Midwest and in the South where 
natural gas is available and the ammonia produced in such plants is 
going to have a much lower cost of production than the average am- 
monia being produced in the country today. 

So there is every indication, despite the testimony of the previous 
witness, that the present prices are probably at their ceilings actually 
as well as under OPS regulations and the likelihood is far greater, far 
greater, that there will be a decline in the price of ammonia than 
that there would be any further increase. 

The factor which we think is most important to appraise in evalu- 
ating these respective bids from the standpoint of return to the Goy- 
ernment is how much would they yield under foreseeable operating 
conditions. We have made a brief summary of that. As you can see 
from this summary, much more rental would be paid than the mini- 
mums that have so far been talked about. 

There are two estimates of production at the Morgantown plant in 
detail. The first one is Allied’s own estimate which is incorporated 
in their bid and was mentioned in their testimony yesterday. The 
second estimate is our.own, to which we committed ourselves in a 
letter to the Department of the Army and we have set that forth here, 
too. 

Under Allied’s estimate, which was that they would produce annu- 
ally 144,000 tons of ammonia and 60,000 tons of methanol, our pro- 
posal would yield the largest revenue to the Government. We would 

yay $2,628,000 per year. Allied would pay $2,448,000 per year. And 
fathieson would pay $2,473,000 per year. 

In respect to the estimate of Mathieson’s rental return, I have 
adopted the same premise that was adopted by the Mathieson witness, 
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that is that the present price level will obtain and that therefore the 
$12-a-ton rate will prevail under the Mathieson lease. 

Under our proposed schedule of operations, we would again return 
the largest revenues to the Government. We would pay the Govern- 
ment annually $2,985,000, Allied would pay $2,705,000, and Mathie- 
son’s proposed lease would yield $2,730,000 on the same premise. 

Mr. Lucas. Mr. Fenderson, right on that point, you would pay that 
money annually, isn’t that correct? 

Mr. Fenperson. Yes; on the supposition that these rates of produc- 
tion would prevail. 

Mr. Lucas. Assuming those rates of production would prevail, you 
would pay the sum which you have suggested to the committee annu- 
ally. Is that true with Mathieson’s annual rate that is compiled there 
under that table? Would they pay it annually or could they under 
the terms of that lease pay it at any time within 5 years ? 

Mr. Fenperson. This estimate for Mathieson’s rental has been set 
up on the same supposition as for the other two companies. However, 
the Mathieson proposed lease doesn’t require them to pay an annual 
sum. The only requirement as to the minimum is that it be paid over 
a period of 5 years. Therefore, it is not possible to set forth an exact 
schedule as to what Mathieson would pay in any year. It is for that 
reason and for the further reason that Mathieson has not submitted 
any proposed production schedule, other than its minimum, and hasn’t 
indicated a breakdown of its minimum production between methanol 
and ammonia, that it is impossible to compute the respective payments 
by each of the three companies involved on a Mathieson proposed 
schedule of production. 

Mr. Courrnry. May I ask a question, Mr. Fenderson? On page 
2, under roman numeral V, comparative annual rentals, I notice 
the comparison is made on the basis of 144,000 tons of ammonia and 
60,000 tons of methanol. 

Mr. Fenperson. Yes. 

Mr. Courtney. You call attention on the other page to the fact 
that you would be paying rental on coke and also on light oils. Do 
you reflect those ? 

Mr. Fenperson. Yes; they are included. 

Mr. Courtney. In the $2,628,000 of your proposed rental ? 

Mr. Fenperson. Yes. 

Mr. Courtney. As compared with Allied and Mathieson in the 
same column ? 

Mr, Fenperson. Yes. Our rental total includes all four of the 
rental rates that we would agree to pay. 

Mr. Courtney. But does that $2,628,000 reflect a certain amount 
for coke and light oils? 

Mr. Frenperson. Yes; it does. 

Mr. Courtney. In addition to methanol and ammonia ? 

Mr. Fenperson. That is right. And the basic assumption there, 
for your information, is that the coke plant would produce approx- 
imately 400,000 tons a year, which is somewhat less than its actual 
capacity, and light oils correspondingly. And the same assump- 
tion is used in computing the figures for each of the other companies. 

Mr. Courtney. That in part, then, would account for the differ- 
ence, assuming the same hypothesis of $12 a ton ? 

Mr. Fenpverson. That is right. 
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Mr. Courrney. Would account for the difference of roughly 
$180,000 ? 

Mr. Fenperson. That is correct. 

Mr. Courtney. These additional byproducts ? 

Mr. Fenperson. Yes. Now to conclude this analysis quickly, on an 
annual basis and on the only schedules of production that have been 
offered formally or informally so far as we know, United Distillers 
would pay the largest rentals to the Government—from $180,000 to 
$285,000 more per year than Allied’s contract and from $155,000 to 
$255,000 per year more than Mathieson’s contract. 

Now I don’t want to get into astronomical figures, but we can't 
seem to keep away from them. Because if these rates per year are 
projected over the firm periods of the respective lease proposals, then 
the results would be as follows: 

For the 15-year period of our lease, we would pay the Govern- 
ment between $39,420,000 and $44,775,000. The Allied and Mathie- 
son proposals for the 5-year terms of their leases would yield between 
$12,240,000 and $13,650,000. 

Mr. CLemente. Excuse me for interrupting. I have to take a train 
back. If for any reason this hearing is to be continued over until 
morning, I will be here, any time you set, Mr. Courtney. 

Mr. Fenperson. The conclusion of this analysis, Mr. Chairman, is 
that taking into account that our proposed lease was for a 15-year 
period and that at reasonably expected operating levels we would 
return the Government larger annual rentals than either of the other 
two companies involved, it can be computed that this contract, our 
proposed contract, would yield the Government between 27 and 31 
million dollars more than either of the other two. 

As a closing observation, Mr. Chairman, on your question about 
the term of lease, I would like to say this, that the invitation for bids 
on this plant stipulated that—and I quote from the Invitation to Bid— 

The Government desires to lease the facilities on a long-term basis. The initial 
firm term binding upon the lessee shall be not less than 5 years. 

United Distillers has offered to lease the plant firm for 15 years, 
whereas Allied and Mathieson have offered to lease it for only 5 years, 
firm. United Distillers’ longer lease proposal is desirable from the 
Federal Government’s standpoint, in that it would guarantee not only 
rental payments but also that the Federal Government would be 
relieved of heavy deactivation, reactivation, and maintenance expenses 
for an additional 10 years, which could amount in total to as much as 
$414 million, as well as insuring immediate availability of the plant’s 
output in the event of any emergency over this entire period. 

Now, I think the next point is particularly important and very little 
has been said about it here. From the standpoint of the Morgantown 
community, United Distillers’ long-term lease would insure continued 
operation of the plant, continued employment and continued consump- 
tion of coal for 15 years, whereas the proposals of Allied and Mathie- 
son would appear to be virtually a guaranty of complete stoppage at 
the end of 5 years. 

There would appear to be little practical prospect of extending a 
lease with Allied or with Mathieson or with any other bidder at the 
end of an initial 5-year term, particularly in view of the substantial 
expansion program in this field underwritten by tax amortization 
certificates and in view of the fact that the Morgantown ordnance 
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works will continue to be a higher-cost operation than nearby com- 
petitors. Only two bidders presented themselves in July, despite the 
fact that there now appears to be a seller’s market in ammonia. Abso- 
lutely no bidders appeared for the Morgantown ordnance works last 
year. It would be extremely risky for the Government to assume that 
it could re-lease the Morgantown ordnance works 5 years hence. 

Mr. Lucas. Mr. Chairman, I want to make one closing comment 
with reference to the testimony that was taken here on yesterday. 

On page 210 of the record, we find Dr. Fogler testifying as fol- 
lows after a question propounded to him by Congressman Clemente, 
and I quote: 


On the basis of our experience there— 
meaning the Morgantown plant— 


and the difference in size of the plant and the distance of it from our own plant, 
we estimated that they would cost us $1,000,000 to put the plant in to run, 

In other words, I merely quote the doctor’s testimony on yester- 
day to show that insofar as the knowledge that Dr. Fogler had of 
the Morgantown plant, it compares almost identically with what 
Dr. Brown said for United with respect to the reactivation of the 
plant. In other words, Dr. Brown said it could be done for $750,000 
and Dr. Fogler said it could be done for $1,000,000. 

And another very important point this committee should seriously 
consider, Mr. Chairman: It will be found in the testimony of Dr. 
Fogler on page 214 of the transcript. The question was asked by 
Mr. Courtney: 

Very good. Now, Doctor, did you know or has it come to your attention at 
any time that the Army’s estimate for this proposed rehabilitation as contem- 
plated under paragraph 5 (b) has been variously stated at $4,400,000 up to 
$4,800,000? 

Dr. Foeier. I did not know it until yesterday. 

That is the same testimony that Dr. Brown gave with respect to 
the amount that was presumed to be necessary for the rehabilitation of 
the plant, in the sum of $4,400,000. 

It is significant, Mr. Chairman, in view of the fact that neither 
Allied nor United knew anything about this $4,400,000, until the 
testimony was given here yesterday afternoon, at a late date, when you 
yourself propounded the question to a witness as to whether or not 
there were any contracts at the present time dealing with the Morgan- 
town plant and for the first time it was disclosed by the Army that a 
contract or a right of entry, which is tantamount to a contract, had 
been made with Mathieson to go in to rehabilitate the plant. 

Now, we sat here, Mr. Chairman, and took the time of the com- 
mittee and we were laboring under a delusion, both Allied and United 
as well as the committee, because apparently the committee knew 
nothing about it. And yet there were witnesses here for the Army 
and for Mathieson at all times and yet they remained silent during 
all of that testimony. 

Mr. Cary. Mr. Chairman, may I add one statement in reference to 
the last exhibit? Excuse me, Senator Lucas. I thought you had 
finished. 

Mr, Courtney. Now, Senator, are there any further questions? 

Mr. Lucas. I have no further statement to make. As far as United 
Distillers are concerned, the case is closed. 
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Mr. Courtney. Now we have had a general understanding here 
and counsel for all parties are present here at the moment. Mr. Glass 
is here representing Allied Chemical and there are officers of the cor- 
poration present, as also of Mathieson. I will ask you whether or no; 
in the group there are any further questions that you have to ask of 
the committee or any suggestions with respect to fields of exploration 
or any additional material or comments on testimony already give, 
or presented which you desire, any of you, to make, so that the com- 
mittee will have full information on all matters germane to this <is- 
cussion and to the decision which it is required to make. 

Mr. Grass. Mr. Counsel, we don’t believe it is necessary for us to 
add anything to the record, but we would like to know when tl 
record will be closed in the event that we need to get our exhibit in 
which you have asked for. 

Mr. Courtney. Oh, yes. Well, we are holding the record open, 
Mr. Glass—I think the testimony, excepting for Mr. Cary, which wil 
follow shortly—will be closed. Then I take it as far as United is 
concerned, Senator, and I take it as far as you are concerned except- 
ing for the exhibit, and you, Mr. Klagsbrunn, I think have one docu- 
ment which you were to supply—— 

Mr. Kuagsprunn. I have it here to leave with the stenographer. 

Mr. Courtney. With those exceptions, then, I take it there is noth- 
— to be added in the way of testimony or statements. 

r. Kiacssrunn. Is that correct, Mr. Chairman? I assume, how- 
ever, that some of these exhibits which have just been put in by 
United and I have not seen until one was handed me at the moment 
must be read in the light of the clarifying testimony today. For ex- 
ample, there is a statement as to the minimum guaranty of Mathieson 
that it may or may not be reduced by the amount of rehabilitation ex- 
pense. I think the testimony is abundantly clear that it could not be 
reduced. I just wish the record to show that this data must be re- 
viewed in the light of later testimony. 

Mr. Courtney. And it appears here, it appears as an irreducible 
figure; is that correct ? 

Mr. Kracsprunn. There is a footnote in the middle of the page. 
after the item III, 3—“this may or may not be reduced,” et cetera. 

Mr. Courtney. Then your position is that it may not be reduced ’ 

Mr. Kiacsprunn. That it may not be reduced and we wish no doubts 
on the point. 

Mr. Courtney. Now, Mr. Cary. 

Mr. Cary. Yes. 

Mr. Courtney. Gentlemen, for the information of counsel and be- 
fore we take on the Army’s presentation, Mr. Clemente will be here 
again in the morning. The urgency of this is suggested to all of us 
by all of the interested parties. So we are not disposed to and do 
not wish to take any longer in making the record and closing it in this 
case than is required to obtain all the facts. At the same time, no one 
is to be foreclosed from an opportunity of making whatever in |hs 
judgment is a full and adequate presentation. 

Now, there are certain unassailable truths involved. One is that 
it will take a printer quite a considerable time to go through this 
record. Therefore, we want to get it in its hands, in the hands of tlie 
Government Printing Office, as early as practicable, preferably by the 
end of this week, so that the printed document will be available not 
only for yourselves but for distribution to the committee. 
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Mr. Cary. Yes. I merely wanted to make a statement with respect 

to the last exhibit which we filed, namely, the estimate for reactiva- 
tion dated February 23. That was the one which had the figure of 
four million four in it. It is a Government estimate prepared that 
early because at that time it was thought that the Army might have 
to rehabilitate and reactivate the plant in connection with the ammu- 
nition program, do it ourselves, in other words. This figure is intro- 
duced solely, therefore, for purposes of comparison because of the 
wide variation in the rehabilitation estimates that have been available 
today and in the preceding testimony. As has been stated several 
times in the record, each firm desiring to enter into—each firm desiring 
tomake a bid was responsible for making an inspection to determine 
the rehabilitation required to place the plant in operation. That is 
all. Thank you. 

Mr. Courtney. Anything further? Any additions to the record? 

Mr. Cary. None, sir. 

Mr. CourtNry. Gentlemen, as far as the committee is concerned, 
I take it we stand in recess. You will have your usual opportunity 
of correcting your testimony and the exhibits and I will announce 
now that the record will not be sent to the printer until noon tomorrow, 
which will give everyone of you an opportunity to see the reporter’s 
proof. Is that agreeable to counsel ? 

Mr. Guass. I don’t believe we will have an opportunity to get the 
letters from New York, which are our exhibits 4 and 5, as I understand 
it. 

(The document referred to was marked “Exhibit No. 5” and is as 
follows :) 

ALLIED ExutisiT No. 5 


SUPPLEMENTARY STATEMENT OF CLARK M. CLIFFORD, COUNSEL FOR ALLIED CHEMICAL 
& Dyer Corp. 


Pursuant to permission granted by the chairman, I desire to supplement my 
remarks concerning the antitrust phase of Allied’s bid for the lease of Morgan- 
town Ordnance Works from the Army. ‘ 

We believe in considering the antitrust aspects of the proposed lease of the 
Morgantown Ordnance Works by Allied Chemical & Dye Corp. recent rulings 
of the Supreme Court are pertinent. For example, in U.S. v. Aluminum Company 
of America (148 Fed. (2d) 416 (1945)), the circuit court of appeals for the 
second circuit, in discussing the Aluminum Co.’s share of the domestic market, 
stated : 

“The percentage we have already mentioned—90—results only if we both 
include all ‘Alcoa’s’ production and exclude ‘secondary.’ That percentage is 
enough to constitute a monopoly; it is doubtful whether 60 or 64 percent would 
be enough ; and certainly 33 percent is not.” 

The Aluminum Co. case was cited with approval and at length by the Supreme 
Court in the case of the American Tobacco Co. v. U. S. (328 U. S. 781 (decided 
June 10, 1946) ). 

As we have previously pointed out to the committee, Allied Chemical & Dye 
Corp. in July of 1951 had only 26 percent of total nitrogen capacity. If the 
Morgantown plant were leased to Allied, it would have, even then, only 33 
percent of total capacity, a percentage held by the Supreme Court to be insuffi- 
cient to constitute a monopolistic condition. 

This was recognized by the Department of Justice in 1946 when it permitted 
Allied to acquire by purchase the Buckeye Ordnance Works, at South Point, 
Ohio, at a time when the acquisition of this plant gave Allied 36 percent of 
industry capacity. 

In a letter from Mr. Wendell Berge, Assistant Attorney General in charge 
of the Antitrust Division of the Department of Justice, to Mr. Edgar A. Stanfield, 
general counsel, War Assets Administration, dated July 11, 1946, referring to 
the proposed sale of the Buckeye Ordnance Works to the Solvay Process Division 
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of Allied Chemical & Dye Corp., Mr. Berge stated: “The sale of this plant by 
War Assets Administration to the Solvay Process Co. is not, in the circumstances, 
viewed by us as constituting a violation of the antitrust laws.” 

Allied’s participation in the nitrogen industry today is even lower than it was 
in 1946, and even with the addition of Morgantown it would have only 33 percent 
of the capacity as against the 36 percent it obtained then by purchasing the South 
Point plant. 

Obviously, the lease of the plant to Allied under such circumstances would not 
tend to create a situation inconsistent with the antitrust laws. This is particu. 
larly true when it is considered that the Supreme Court has stated that it is 
doubtful whether even a 60 or 64 percent participation is enough to establish 
a violation of the antitrust laws. 


Mr. Courtney. Well, would the following day at noon, which | 
think is Friday, isn’t it? This is Wednesday. The close of business 
on Friday ¢ 

Mr. Guass. Just a minute. I believe that would be all right. 

Dr. Focuer. Yes. We will get it done just as soon as we possibly 
can. 

(Whereupon, at 4:35 p. m., the subcommittee adjourned.) 

(After the hearings, the committee received the following tele- 
gram :) 


NEw York, N. Y., November 5, 1951. 
JOHN COURTNEY, 
Special Counsel, House Armed Service Committee, 
Old House Office Building, Washington, D. C.: 

According to corrected transcript seen in your office last Friday by A. P. 
Fenderson the testimony of Under Secretary of the Army Alexander on page 12 
has been significantly altered by the deletion of the entire last half of the first 
paragraph in a way that is adverse to our interest inasmuch as the deleted 
material sets forth the statement of the Under Secretary under oath that the 
basic failure from our point of view was in the terms of the lease. The length 
of the term was insufficient in our judgment to guarantee operation of the 
plant over a reasonable period of time, and since our bid would have given the 
Army the longest term of lease both on the first and second go-around we con- 
sider that this deletion should not be permitted. We hereby request that this 
material be reinstated in the final record in view of its considerable importance 
to our case. 

Dr. ARMAND HAMMER, 
President, United Distillers of America, Inc. 


(The following reply was made :) 


ARMED SERVICES INVESTIGATING SUBCOMMITTES, 
November 5, 1951. 
Dr. ARMAND HAMMER, 
President, United Distillers of America, Inc., New York, N. Y. 

Reurtel November 5 concerning corrections in transcript Under Secretary 
Alexander. Yours Fenderson’s and Brown’s testimony and Senator Lucas’ 
statements were corrected by your representatives to assure that they correctly 
stated your position and gave final answers to all questions. Your company 
tcok full advantage of this opportunity. Same privileges only were accorded 
other witnesses. Committee is interested only in all facts accurate and final 
from all witnesses. Original testimony of yourself and all witnesses in posses- 
sion of committee and will be considered by it along with your final statements. 
Your telegram and this answer will be printed in Record. 

JOHN J. COURTNEY, 
Special Counsel, Conunittee on Armed Services. 
x 
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